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Montreal, Quebec, 
July 18, 1958, 


-~~-On resuming at 9.30 a.m. 


Submissisn ef 


UNITED ELECTRICAL, RADIO and MACHINE 
WORKERS OF AMERICA (UE) 


(Canadian Section) 


Appearances: 

Mr, C. S,. Jaekson - President 

Mr. Jean Pare - Vice-President 

Mr. Michael Bosnick - Business Agent, repre- 
senting employees of 
Page Hersey and Welland 
Tubes 

Mr, Ronald Billow - Chief Steward of Unien 
at Welland Tubes 

Mr, James McDonald - Chairman of Unien at 
Welland Tubes 

Mr. J. McIntyre, Sr. - Chairman of Unien at 
Page Hersey Tubes 

Mr. Archie Morden - Chief Steward of Union 
at Page Hersey Tubes 

Mr, E. G. Adams - Consulting Economist 


THE CHAIRMAN: The Commission will now 
resume its hearings. Mr. Pattillo? 


— MR, PATTILLO: Thank you, Mr. Chairman. 
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This morning we are going to hear a sub- 
mission from the United Electrical, Radio and 
Machine Workers of America, which I am proposing 
to be marked as M-18-1. 

---EXHIBIT NO. M-18-1: Submission of United Elee- 
trical, Radio and Machine 
Workers of America, 
WR; -PATTIILEG: Mr, Jackson is here with 


a group, and I understand that in addition to repre- 


sentatives of the group that are submitting this 
brief there are some persons here who are from the 
Welland Tubes Company, who would like to say a few 
words for a few moments at the conclusion of this 
brief. I have advised Mr. Jackson that that would 
be satisfactory. 

MR. JACKSON: Gentlemen, we appreciate 
this opportunity to place before you the views of 
the members of the United Electrical, Radio and 
Machine Workers of America (UE), Canadian Section, 
on the important subject of Canada's energy re- 
sources. We lay no claim to expert knowledge 
of the petroleum, natural gas and pipelines in- 
dustries; but we do hold strong views on the proper 
use and conservation of the nation's energy re- 
sources. Our objective in this brief is to 
impress upon the Commission the necessity, in our 


opinion: 
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(a) of taking a"long view" of energy 
resource development, use and conserva- 
tion in formulating national policies; 

(b) of recognizing the extreme importance 
of national energy policy on the welfare 
of the Canadian people; 

(c) of seizing the opportunity to implement 
aspects of energy policy now which will 
assist in fighting back economic depres- 
sion. 

In conformity with the Commission's 
announcement of the subject matter of the present 
hearings, we have limited this submission to 
"ynetroleum, natural gas and pipelines". We should 
like, however, to make further representations on 
energy policy regarding other energy sources when 
the Commission holds such hearings. 

U. E. Interest in National Development: 
The United Electrical, Radio and Machine Workers of 
America (UE), Canadian Section, is a trade union 
which speaks fer twenty-five thousand members in 
the important electrical, electronics, maehnine hard- 
ware and pipe manufecturing industries of Canada. 

Our most immediate concern is for the 
welfare of our members, for the condition of the 
industries in which they earn their livelihood, and 
for the contribution of the workers in these indus- 


tries to the well-being of the Canadian people 
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generally. As part of the Canadian labour move- 
ment and as Canadians, we are inevitably deeply 
concerned about every aspect of natidnal policy. 
Therefore, we consider it our responsibility to 

lay before the Royal Commission on Energy the views 
of our members on this important aspect of national 
policy, which directly affects the industries in 
which we work and the state of the Canadian people 
generally, 

During our twenty-one years of existence 
as a Union, we have actively discussed problems of 
the industries in which we work and of the national 
economy as a whole, and we have consistently brought 
the views of our members forward for consideration 
of Canadian governments, governmental bodies and 
the public at large, In making this submission, 
therefore, we draw on our previous experience in 
analysing problems of Canada's development and on 
our firm belief that our country has the requisite 
resources, skills and intelligence to become a 
highly industrialized nation of first rank, fully 
independent economically and politically, and pro- 
viding a high standard of living in all its aspects 
for the Canadian people. We believe, also, that 
Canada is able and has the responsibility to con- 
tribute, through the promotion of trade and positive, 
independent policies in world affairs, to peace, 


mutual understanding and rising living standards 
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throughout the world. 

We have always held, furthermore, that these 
great prospects will not be realized automatically, 
by chance, or by wishful thinking. Sober analysis 
of the difficulties as well as full realization 
of the opportunities are needed to provide the 
basis for developing the national policies which 
will translate the great potentialities of our 
country into realities. The subject under inves- 
tigation by this Royal Commission, in our opinion, 
is one of the important elements of such national 
policies. 

Development of O11 and Gas Resources: 
This year, 1958, is the hundredth anniversary of 
the first successful o11 well on the NOrth American 
continent -- that in Lambton County, Ontario. 
During most of the ensuing century since its dis- 
covery, petroleum production has not been a very 
important activity in Canada, But during the 
past decade all this has been changed radically. 
Ten years ago, domestic sources supplied less than 
10 per cent of the nation's oil requirements. 

Now, Canadian wells are capable of meeting the 
nation's overall needs. (Royal Commission on 
Canada's Economic Prospects, "Canadian Energy 
Prospects" by John Davis, 1957, page 99). Yet we 
still continue to import a considerable part of our 


oil requirements at a substantial annual cost in 
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Urs st collars: 

With this phenomenal expansion of the 
industry has grown up a whole series of embarras- 
singly large policy questions. 

The first problem is conservation, and 
here a long view must be taken. Although it is 
true that new reserves are continually being found 
in the world, it is also true that consumption of 
fossil fuels has increased enormously in recent 
years, Earlier estimates of life expectancy of 
fuel reserves on a world scale have been revised 
drastically downward, In the proceedings of the 
international Conference ono thesreacerul Uses of 
Atomic Energy held in Geneva in August, 1955, 

EB, A. Gye Robinson-and Ge HyeDaniel from Bricain 
reached the conclusion -- 

"  , . even if we make conservation esti- 
mates of economic growth and of the future 
increases of demand for energy, the world 
is not far distant, measured in the units of 
time in which we think of the history of 
nations and even of the lives of individuals, 
from the moment when, in the absence of a new 
source, scarcity of fuel will begin to create 
serious problems." (Paper entitled "The 
World's Need for a New Source of Energy, 


Vol. 1 of Proceedings, page 47.) 
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P, C. Putnam, in his book "Energy of the 
Future" (1953) calculates the depletion of the 
world's recoverable fossil fuel reserves between 
A.D, 2000 and 2025, unless other plentiful energy 
sources were tapped in the meantime, Ayers and 
Scarlott, two other Americans, estimate larger 
fuel reserves and lower world demand, and there- 
fore give a longer life span to the world's 
supplies -- between A.D. 2050 and 2190, ("Energy 
Sources, the Wealth of the World," 1952). 

Hans Thirring, Professor of Physics at 
the University of Vienna, summarizes available 
data on this question and concludes -- 

"Man's reliance on fossil fuels for his 
supply of energy can but be a short episode 
in nisnhiistorw 2 .vdtawe want tol preserve 
our civilization under the pressure of the 
fast-growing world population we must find 
ways of tapping other energy sources than 
the quickly vanishing fossil fuels." 
("Power Produetion", 1956, page 218). 

Canada may be richly endowed with fossil 
fuel reserves -- yet we must not continue to 
squander these precious resources as happened with 
other elements of our natural wealth. Crude 
petroleum and natural gas are very rich, complex 
mixtures of hydrocarbons whose varied applications 


modern technology is only beginning to tap. 
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"Within the last 25 years hydrocarbons from petro- 
leum and natural gas have become a source of 
raw materials for more than 2,500 different chemi- 
cal products" ("Resources for Freedom", Materials 
Policy Commission, Washington, Vol. IV,page 193). 
The "Paley Report" made some estimates of the 
probable use of petroleum and natural gas in 
the United States in 1975 as industrial raw 
materials -- for the production of synthetics 
and other products. If we take 10 per cent 
of these estimates as a rough approximation of 
what might be used then (1975) in Canada -- 
assuming no new product developments -- and express 
these quantities of petroleum and gas as percen- 
tages of our 1957 production, we get: 

something equivalent to 7 - 8 per 
eent of our crude petroleum pro- 
dyetion in 1957 
and about 30 per cent of our 1957 natural 
gas production, might be used then as 
industrial raw materials. 
This 4168 ust ane Tuscracion, for<in 
a fast developing branch of technology like petro- 
chemicals, who can say what products will be pos- 
sible and what the demand for materials may be 
twenty years hence? We must make sure that, as 
new uses are developed, we have the necessary 


supplies of these valuable raw materials to support 
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them, 

Yet now about half the total energy con- 
sumed in Canada comes from burning petroleum and 
gas. Davis shows that over 60 per cent of oil 
now used is wasted. Ayers and Scarlott estimate 
that the overall efficiency of petroleum used as 
automobile fuel is about 5 per cent -~ i.e., of 
every 100 gallons of oil in the ground the energy 
equivalent of only five is actually turned into 
useful work on the highways. The waste of a 
limited resource through the burning of forest 
stands to produce potash by our forefathers was 
infinitesimal compared to the modern capacity to 
destroy oil by combustion. In the United States, 
although proven oil reserves have so far tended 
to rise along with expansion in demand, the 
estimates of available years' supply have been 
steadily going down, as evidenced by the tremen- 
dous drive to acquire foreign o11 sources in recent 


years. 
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U. S. Estimates of Number of 
Years! Oil Supply in Proven 


Reserves iy 
1920 Lom 
1930 tame 
1940 cm! Seal 
LODO £5.0 
1955 BAeO 
1965 est. ule aw 


(Source: U.S. Bureau of Mines. 
see chart and table in John 
Davis, "Canadian Energy 
Prospects" page 104) 
Although Canada's crude oil reserves were placed 
at 3 billion barrels as of mid+1956 in “World 
011", and John Davis puts the possible reserve 
potential at 40 billion barrels (Canadian Energy 
Prospects", page 1143) while 1957 consumption was 
about one-quarter billion barrels, it is already 
time to work out a long term conservation policy 
for this valuable resource. Canada must not 
find herself in the position of the United State 
when our tecnnology has developed much more 
valuable applications for our petroleum resources 
than the present very wasteful burning of them 
under boilers or in internal combustion engines. 
Outlines of a rational oil development 
and conservation policy are not difficult to de- 
fine for Canada. We should develop our oil 
resources to the extent necessary to meet all 
our own requirements for petroleum products. 


(Apparently this point has already about been 


reached, but not applied.) Alien control over 
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such an important natural resource should be 

kept to a minimum. Otherwise the carrying out 

of policies most beneficial to Canada's national 
interests may be impossible. Exports of crude 
oil should be regarded as a very temporary 
expedient (export policy is discussed in more 
detail in the next section). Maximum exploration 
activity should be encouraged to delimit the 
reserves as accurately as possible. (According 
to the Minister of Northern Affairs and National 


Resources, "Alberta is the only province with 


a realistic inventory of “its ‘old and gas resources... 


There is no national estimate of oil and gas 
reserves and, for all intents and purposes, no 
list of other national natural assets." (Toronto 
Globe and Mail, June 10, 1958.) Maximum re- 
search activity should be carried on to develop 
the chemical and other uses of oil as raw material, 
rather than fuel. In the planning and execution 
of these activities there is much scope for 
federal action, despite the fact that the natural 
resources are under the direct jurisdiction of 
the provinces. 

Natural gas, originally an unwanted 
by-product of oil development (as witnessed for 
years by the continuously burning flares at oil 
wells in the Turner Valley) still tends to be 


treated as a "free" by-product at the wellhead, 
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Since total development and exploration expenses 
are written off against crude petroleum, John 
Davis points out that "a wellhead price for dry, 
clean, natural gas of 10 cents per thousand 
cubic feet (the average for Alberta at the 
present time) is equivalent to a wellhead crude 
Ol price Of around 60 cénts a barrel,... also 
equivalent to a bituminous coal price of around 
$3.00 per ton." ("Canadian Mergy Prospects", 
page 164, footnote.) This is the reason, the 
unnaturally low price of natural gas, that it 
has so rapidly gained a big domestic and export 
market demand. Already natural gas production 
in the United States is tending to outrun the 
discovery of additional reserves. Consequently, 
all that has been said above about the necessity 
of conserving Canada's oil reserves for their 
more valuable use as raw materials instead of 
fuel, applies with equal force to natural gas. 
HRDOrt, POLicy: As a general, long- 
term policy, basic raw materials should not be 
exported in unprocessed state. Such exports 
tend to hold back industrial development in the 
exporting country, and, in effect, amount to the 
export of employment opportunities in the pro- 
cessing and manufacturing industries. This 
is doubly true of the export of energy sources. 


For the latter are almost impossible to recapture, 
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once the importing country has built up, industries 
dependent upon them. This reason alone is 
quite sufficient to warrant the discouragement 
of any high degree of foreign capital participa- 
tion in the development of Canada's energy 
resources, 
in Our opinion, export of fuels Like: 
crude petroleum and natural gas can only be 
justified as temporary expedients on three grounds: 
(a) when development to meet long-term 
Canadian demands initially provides a 
surplus for export which it would be 
uneconomic not to produce 
(bo) when the time lag between development 
of production and of transportation 
facilities to Canadian markets results 
in a surplus 
(c) when the means of payment to obtain 
needed imports for Canada can only be 
economically provided by such exports. 
In all of such instances, it should be stressed, 
the export is regarded as a purely temporary 
expedient. Contracts for the export sale of oil 
and gas should be expressly drawn to make this 
point clear, so that the minimum of unforeseen 
disruption will occur when they are terminated. 
Obviously, such contracts should only be made for 


a specified, relatively short period of time, 
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determined by the underlying economics of the 
particular situation. 

All export contracts for energy must 
be subject to federal approval. The price 
quoted between related companies must be watched 
closely to assure that any allowed exports pro- 
duce a return to Canada comparable to the 
average domestic price for the same type of 
service. With the perspective of eventual 
prohibition of the export of energy or energy 
sources (apart from exceptional circumstances 
referred to above), we propose that presently 
existing exports should be subjected to the 
discouragement of an announced, increasing 
export tax. The tax, in order not to be 
discriminatory at the outset but to increase 
rapidly enough to act as a discouragement, might 
be a specific tax equivalent to something like 
2@ per cent of the average domestic price for 
comparable quantities, increasing by an additional 
Similar amount each year - - i.e., equivalent 
to 2 per cent tax the first year, 4 per cent the 
second year, 6 per cent the third year, and so 
on. 

During the first four months of this 
year, Canada's crude oil balance averaged 


approximately as follows: 
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Bbls. per day 


Consumption 705,000 
Production 472,000 
Export 104,500 
Apparent Import 555, 500 


(Source: Financial Post, May 31,1958) 
On this basis Canadian oilfields supplied only 
52.2 per cent of Canada's crude oil consumption, 
and if the imports of refined petroleum products 
were taken into account the domestic portion 
would drop to well under 50 per cent. If we 
had consumed our exports at home, the portion 
of domestically supplied crude would have been 
67 per cent. Production of crude in Canada 
averaged around 560,000 barrels a day in two 
months of last year (January and July) and 
there is general agreement that Canadian crude 
production could be fairly rapidly expanded to 
supply all of our requirements. What is needed 
is expanded refining capacity and additional 
pipelines, notably an oil pipeline of suitable 
capacity from Alberta to Montreal. This clearly 
is the direction in which government policy should 
be aimed. For the provision of additional 
facilities will create needed employment in 
Canada now, and the production for the domestic 
market will be more stable than the present 


production for export subject to the whims and 
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political moves of foreign governments and 
industries. 

Transportation Policy: pance its 
inception as a nation, Canada has had to solve 
the problems imposed by great east-west distances 
and sparse population by means of government 
assistance designed to serve the national interest. 
The rovision of transcontinental railway systems, 
the establishment of TCA as a national airline 
and CBC as a national radio and TV network, 
the construction of the St. Lawrence Seaway 
and the controversial Trans-Canada Gas Pipeline 
have all been accommlished through help from 
the national treasury, direct or indirect. With 
the rapid extension of Canada's proven oil and 
gas reserves and the development of the industries 
based on these resources, long distance trans- 
mission by pipeline at reasonable rates has be- 
come as important to the national interest as was 
low-cost, east-west rail transportation of 
wheat in earlier days. Where private interests 
fail to provide these transportation facilities 
as required, therefore, the federal government 
(with or without the participation of provincial 
governments) should not hesitate to provide the 
facilities at public expenses and subsidize them 
if necessary to ensure reasonable user charges. 


The federal government alone has the 
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requisite taxing and borrowing power to under- 
take major projects such as an oil pipeline 
from the Alberta-Saskatchewan fields to eastern 
Canada where the great consuming market is 
situated. There is no question of federal 
authority to construct such a pipeline, since 
it involves interprovincial transportation. 
The responsibility, too, rests squarely on the 
federal government, since the benefits of such 
an undertaking are national in character. We 
submit that the enunciation of a national 
petroleum policy designed to gear oil and gas 
production to meet Canadian demand for petroleum 
products, and the announcement of intention to 
proceed with the construction of an all-Canadian 
oil pipeline immediately, would have the effect 
of stimulating the construction of the required 
additional refining capacity by private interests 
and would act as a stimulus to industry generally 
at this time. 

From an economic point of view, oil 
can be transported more cheaply in terms of 
energy equivalent than any form of energy 


(except atomic raw materials). 
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Cost in cents per 100 miles 
per equivalent ton of coal 
(27 million B.t.u.'s) 


oil - by super-tanker, coastwise u.5. cox6.7 cents 


oil - by 30-inch pipeline, long distance OeOlae or goa 


natural gas - by 34-inch pipeline, 


long distance 2G 80 7t0.40,5 


bituminous coal - by collier, coast- 


wise 25.0nT6 40,0 


bituminous coal - by railroad, long 


distance FO.O: to.G0. 0 


electric power - by high tension line, 


400 mi. 316.5 to 395.5 


(Source: John Davis, "Canadian 
Energy Prospects", page 348) 


As long as oil is used as a fuel, therefore, it 
is obviously most economic to build the necessary 
pipelines to transport it. Whatever the eventual 
pattern of end uses of petroleum, the pipeline 
facilities will no doubt continue to be the most 
desirable means of transporting it to processing 
and marketing areas not served by deep waterways. 
A publicly-owned and operated pipe- 
line (probably in the hands of a Crown Company ) 
does not require a government regulatory commission 
Over Lt. But some form of regulation and control 
Will be required to assure that the benefits of 
cheap pipeline transportation (provided at public 
expense) are passed on to the ultimate consumer 
by the users of the pipelines. An oil or gas 


company, for example, should not be allowed to 
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charge "all the traffic will bear" for petroleum 
products sold in eastern Canada which have 
benefitted by cheap transportation of crude oil 
or natural gas through publicly-owned or public- 
assisted pipelines from westerm Canada. In 
such instances, a form of regulation over 
petroleum product prices to consumers, somewhat 
akin to the regulatory functions performed by 
the Board of Transport Commissioners over railroad 
rates, will be necessary. 

Federal Ministry of Energy Resources: 
[Im toursopinion,; 2b is*wrone to- place various 
aspects of policy making and administration for 
different energy sources in different government 
boards and commissions. At the present time, 
for instance, apart altogether from the additional 
complication of provincial government bodies, coal 
policy is under the jurisdiction of the Dominion 
Coal Board, water power is subject to decisions 
of the International Joint Commission and the 
Northwest Territories Power Commission, all 
aspects of atomic energy development are under 
the exclusive control of the Atomic Imergy 
Control Board, exports of electric energy are 
under federal licence, and so on. Energy 
development is so basic to progress in a modern 
industrial nation that the national policies 


should be co-ordinated, and this at the highest 
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level. That is why we consider that the im- 
portance of Canada's energy policy merits a 
federal department with a Cabinet Minister in 
direct charge. An Energy Board, under the 
Minister of Northern Affairs and Natural 
Resources, or some other Minister, would not give 
the proper status as reflected in the authority 
exercised over Canada's energy development or 
in the direct responsibility to the Canadian 
people for the proper administration of our 
eneregyeresources. Nov, i Our ODd i One Can 
the Department of Northern Affairs and Natural 
Resources give the attention required by Canada's 
energy program - - the scope and complexity of 
northern affairs alone are enough to keep one 
department fully occupied. 

in our. submission: to. the, Royal 
Commission on Canada's Economic Prospects 
(December 1955) this union expressed views on 
an energy development program for Canada which we 
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"Our country is certainly among the most 
favoured in the world in its power potential, 
with its vast hydro electric power resources, 
its rich uranium resources for this new era 
Oleavomie enerpy, its oil, its.natural. gas, and 
LiseyCOd Ly Properly developed and used, 
“these rich power potentials can bring Canada 
to first rank among the nations of the world 
ifmindustry and in living standards forits 
people, But we believe that the full benefit 
of these rich resources can be secured only 
through a bold national programme, for which 
the basic responsibility must be undertaken by 
Governments, primarily the Federal Government. 

We emphasize the need for a long-term 
national plan of power expansion in all fields -- 
water power, atomic power, oil, natural gas, and 
coal designed to create maximum job opportunities 


for Canadians. Even a brief outline of such 


a plan indicates that it must be designed to 
produce job opportunities in a variety of ways. 
Canadian power resources should be 
developed under Canadian control in the interests 
of Canadians, and as far as possible by Canadians 
and Canadian capital. Our union has always 
favoured and publicly campaigned for an all- 


Canadian St. Lawrence Seaway: and Power plan, 


—— and for an all-Canadian Gas Pipeline. Under 


> | o 


: = Sy ete gation “pir ' 


Jarek ret. cetenite. Crate Ts 


-_ 
7 


7 ; peamie wa ae ats al Daina) 


er vrchy eg 4 oan wok rn 8g 


a Ore ke oe ee ra hy Ett 
5 : Reh TS 2 . . y? a 
f ED te 
. 4 4S ah 
i‘ 4 ce i. + * 
co <a Pate =v Tete BEET ove 
ei - £ Act 2 9 Oh ae 7) “ 
” we hn . @ 


1 hh ote, eb pein SaiaeS 16 


a ts 7 soy : ask : a Bh? Bey rt4 
aw cts 
* Y anos Bat 
: es ee Fleg aenee | 
! rs Ys Bo tae es hake’ 2 rem OBC (oa Sala tala ar i 
: - 
, 
ra 
Ser Fi 
t ~ . , = ty! aq 
Nae Giessen i 4 : : 
aa tia cir tet * : : 
Bn ny! " 
BOS E 
J tr" oe e Be a A “i sae 
: fee oS tee C 
v ; « 
at <n : = : : 
r od ig se Pte of 
i c 
ee ek 2 ae feet on aes : 
ps Pace 
7 a + “ ‘ 
af gute Ste 
' es ; & Carer oe iw 
7 
? a 
sr Say, ‘ Ms . . mig ee 
Bs So tid a , Pas i vf 4 oe Cigees UP 
af = o . ¢ ae ie ae 
% ? Sel sha Nets 4 whiw 
; SR nine cy ca 
t PINE ; «eb Oe 2 ee 
Shay a 
. ad rs me r ~ 
’ Cut e 23 PANES ose 
pees o . 4, Mes 7 ois 
“ PSL Pag be £ i “Ls wees 
2 Pm, ve 4 a Se 
“yea C6 y eee 7 % r : “ 
Vy 
Sc 5 4 
ye BR sk & eet tas) ) Ge oS 
ni ' “%f x 
ew i LE be Ps 
: mets f ue 
Pos , Ne “lag ane 
i th Yas ~< eee ee 
R: Baud: ie mal beet 
4 
. ‘ 2 A ~~ ea > xen an , 
ee wee risks Davee [ss al 
sai cee? ee a ee 
we). an Dns, 4 Eesheeie: a 
‘ jal 
. oan Ske 
ea [rakes A ay 5 SSE 
Z , ee or » . 
5 F Pyyewiow of 
eo: a oO shee - 


ioe wens 23S 


 HRERBEE SE 


" crn 
4 
se D1 re 


ANGUS, STONEHOUSE & CO. LTD. 8127 
TORONTO, ONTARIO 


no circumstances, we believe, should Canada's 
sovereign rights to its own power resources 
be sacrificed by making short-sighted deals 
with the United States Government or United 
States private investors. Such deals may 
promise temporary returns in money, er even 
in power, but in the long run, Canada would 
lose by alienating its own power rights, at 
dist as much and, we believe, even more, than 
it does by exporting its valuable mineral 
resources. Onee*eone, neither can be replaced, 
and a valuable resource that could have provided 
the basis for Canadian industrialization will 
be lost forever. In our view, Canada's own 
opportunities for development are so great 
that we will be able to use, and will need, all 
our potential power within Canada. 

In such important industries for Canada's 
national future as power supply, direct 
Government ownership should play an important 
part, so the use of the power can be planned 
in the best interests of the nation as a whole. 
We consider that direct Government financing, 
certainly of major projects, is fully justified 
as an investment in the nation and that it will 
be well repaid in terms of general economic 
development, and consequently also in higher 


tax returns. 
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Power projects should be planned to 
bring new power to aréas presently running short, 
and to new areas and groups of consumers, These 
new power supplies would stimulate the develop- 
ment of Canadian natural resources for the use 
of Canadian industries, and the growth of new 
industries to process Canadian natural resources, 
thus contributing in both ways to the industriali- 
zation of Canada. In this regard, we believe that 
the Federal Government should, in the national 
interest of Canada as a whole, undertake the 
planning and financing of costly major projects 
in such power-starved, under-industrialized areas 
as the Maritime Provinces, Saskatchewan, and 
ties NoOrulery parva On Our Country, in order to 
give these areas an opportunity to industrialize 
raploly. 

Planning of power development should 
provide for a steady rate of expansion related 
to the long-term development of our Canadian 
economy. We believe that the present method 
of timing power developments in relation to 
short-term ups and downs of industrial activity 
results ina drag on Canada's progress 
generally. Certainly, it creaves serious 
problems for the electrical manufacturing 


industry, by facing its important power equip- 
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feasts and famine in terms of orders, 

National planning of power developments 
should also include (and this is a very important 
point for the electrical manufacturing industry) 
an emphasis on the use of Canadian equipment, 
materials, and services in the construction and 
equipment of new power projects." | 

To summarize: we foresee the general 

scope of the proposed Energy Ministry's activities 
to include -- 

(a) the development of national energy 
policies 

(b) general supervision over and parliamentary 
responsibility for the various Crown Companies set 
up dn the -enéerey field, 

(c) assuring that the recuired exploration 
and research work to define Canada's energy resources 
and Land their besteapplications vo serves tne welfare 
of the Canadian people are carried on extensively 

(ad) working with and assisting the provinces 
to co-ordinate their resource development and admini- 
stration to fit into the national energy program. 

Elements of Anti-Depression Activity in 

Energy Program Needed Immediately: It is widely 
conceded that the present economic situation demands 
government activity to render the utmost help in 
fighting back the effects of the down-swing. It 


>| is'our view, that despite some apparent improvement 
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in the economic situation this summer, we shall 
enter the late autumn and winter with much higher 
unemployment levels than in 1957-58, with consequent 
worsening of the position of a large number of 
working families, unless very drastic steps are 
taken to avoid this. ENeCray DOLICyY, witch So 
basically affects diverse aspects of the economy, 
is an important field where government activity 
could be devised to help the general economic 
situation immediately. We list some specific 
examples of such activities hereunder: 

ie BOUNCLatLom of the policy of providing 
Canadian petroleum requirements from Canadian 
sources of Supply. This will act as an incentive 
to private industry to extend gathering and product 
lines and to start expansion of refining facilities 
to handle the full Canadian demand. 

e.. ennouncemens of Gieé=project to build an 
all-Canadian oil pipeline from the western oil fields 
to eastern Canada, and commencement of this con- 
struction at the earliest possible date. This is 
particularly important to take up the slack already 
developing as the Trans-Canada Gas Pipeline nears 
the final stages of construction. 

a Start an extensive federal-provincial 
exploration program to determine as accurately as 
possible within a reasonably short period of years exact 


what our energy resources are and exactly where they 


ran . 
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are located. Dates 1ObvLOUSLY basic Soothe 
determination of any realistic long-term energy 
development and conservation policy. 

u, Start an extensive research program to 
develop new uses for the valuable raw materials 
contained in the fossil fuels. This research work 
Carn Oe “Carried Onl in tnree ways += directly byathe 


government through the National Research Council 


aid other agencies, research subsidized by the govern- 


ment in universities as is now done with atomic energy 


to some extent, and joint government-industry research. 


MR. BOSNICK: Need to Assure Employment 
Opportunities in Supply Industries -- Illustration 
of Situation in Welland: The situation which has 


developed recently in Welland, the home of the 

only Big Inch pipe producer in Canada, illustrates 
where appropriate government action on energy policy 
should carry through to benefit other sectors of 

the economy. It seems elementary that the develop- 
ment of Canadian energy resources for the benefit 

of the Canadian people should assure maximum 
employment opportunities for Canadian workers. 

This implies that to the greatest extent possible 
materials and supplies used in the energy development 
programs, and in the transportation facilities between 
sources of supply and markets, should be manufactured 
in Canada by Canadian workers in Canadian plants. 
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manufacturers in Canada. According to the Financial 
Post -= 
"These plants now can turn out virtually all 
Vee WaJOC mae, cosine and tubing the oll and 
gas industry recuires." 

One of the oldest manufacturers and the 
largest, Page-Hersey Tubes Limited in Welland, 
Ontario, has an annual production capacity of over 
500,0CO tons ranging in sizes from 1/2 inch to 16 
inches. 

Welland Tubes Limited was organized jointly 
by Page Hersey and the Steel Company of Canada to 
manufacture pipe from 20 to 36 inches in diameter. 
Originally designed for an annual production of 
200,000 tons of such pipe, the plant began operations 
in February, 1957, and progressively increased the 
production rate in the ensuing months. 

Yet according to government trade 
statistics and the Financial Post survey some 
$135,000,000 of pipe and tubes of all sizes were 
imported into Canada last year. 

In January and February this year over 
85,000 tons of pipe 10 1/2 inches in diameter and 
over-valued at about $15 million were imported into 
Canada from the United Kingdom and the USA. 

The Canadian pipe and tube companies 


should today be flourishing and running at peak 


a capacity in view of the amount of pipeline construction 
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which has taken place in 1957 and early 1958. 
Unfortunately the opposite is true, 

Page-Hersey Tubes, which .employed an 
average of 1,250 workers during and since the war, 
went up to a peak of 1,400 workers in early 1957, 
buv due to dack of orders started to cut back in 
September of 1957 until there were 600 workers laid ° 
off up to and including the month of March, 1958. 

In spite of seasonal improvements since March, 
operations have been running at a 30 per cent 
reduction. 

Parallel with these cutbacks at Page- 
Hersey, the new Welland Tubes Plant has announced 
a shut-down effective July 11, 1958, for an indefinite 
period. and management has indicated that this shut- 
down could extend into 1959. As a result some 350 
employees are left without jobs. 

Here we are talking in terms of 1,000 workers 
who are directly affected by loss of employment. 
Many more, however, are also affected indirectly. 
The plants which manufacture the steel plates and 
skelp for the pipe will also cut back production, 
and so will other allied industries supplying 
components used in the pipe-making process, AS a 
concrete example of this cumulative affect, another 
Welland industry, the Electro Metallurgical Company 
which manufactures alloys for the steel industry, 


has laia off some 600 workers from their normal 
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complement of about 1,100. The: Pepurcussions of 
this amount of unemployment in the local economy 
of Welland are too obvious to need elaboration, 
Naturally this is a matter of. vital 
concern to our Union, whose members are employed 
and live in Welland. Discussion of the problem 
by union officers and Wellard Tube Company officials 
has disclosed the fact that the large scale imports 
of pipe from Britain and the United States has 
sreatly limited the amounts of Welland pipe used 
for the Trans-Canada Gas Pipeline. While the recent 
federal budget made some adjustments in the customs 
varie a on euch pipe. which should help in the future, 
the fact remains that only new orders now will be 
of any immediate aid to the unemployed Welland workers, 
their families and their community. 
Government announcement of the decision 
to go ahead with the construction of an oil vipeline 
to the east from Alberta, and negotiation of a 
contract with the pipe manufacturers, could assure many 
months of full scale production at Welland Tubes. 
Production could start at once and the pipe stock- 
piled at points along the line with immediate 
benefit not only to the Welland Tubes workers and 
their families, but also to the whole Welland community 
which is being hard hit with unemployment. 
It is for reasons such as this, that we 


strongly recommend that government action be taken 
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quickly to proceed with every element of Canada's 
energy program which can help bolster up the level 


of economic activity in the immediate future, 


THE CHAIRMAN: Thank you very much, 
Ne. PavuaLLo? 

MR. PATTILLO: I just have one or two 
questions, Mr. Bosnick. © Could you give us any 
idea as to how many miles of the 30-inch pipe the 
Welland Tube are able to manufacture in the calendar 
year? 

MR. BOSNICK: EL smpanvormec, sir, chat 
they can manufacture on an average about three miles 
per day for a O4-hour period. 

MR. PATTILLO: And the size of the pipe 
is 40-inch which is the largest they can manufacture? 

MR. BOSNICK: They can manufacture up to 
36-inch, but I understand that they are only set 
Up. tO» 343 that they have to order additional dies 
for the 36. Would, I think, be a very short span 
of time in which to achieve that, 

MR, COMMISSIONER HARDY: Nee Pa tio.) cen 
that point I wonder if yow could Pind out if they 
can manufacture up to 36-inch using Canadian steel? 

MR. PATTILLO: Do you know that, Mr. 
Bosnick, whether they are able to use Canadian steel 
for sizes larger than 30-inch? 

MR. BOSNICK: T ammo. certain, sir, from 


the point of view that I don't think that Sterco, 
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the main source of supply for Welland Tube, can 
roll skelp that wide. 

D ath now positive, I know that. ‘most of 
their current supplies are being manufacture by 
Canadian Steel Company, the skelp and sheet that 
is used on the top of the pipe, 

MR, PATTILLO: What is the largest size 
that you have seen rolled from Canadian steel? 

MR, BOSNICK: 30-inch pipe is the largest 
that we manufacture in Welland, HO far there have 


been no orders, as far as I understand, for 34 or 


MR. COMMISSIONER BRITNELL: Mr, Chairman, 
just one point in connection with that last question: 
I am not quite clear whether 30-inch is the largest 
that was ever rolled, Youmentioned 34-inch orders. 
Have they actually been rolled from Canadian steel 
Of Je %thavlsomething for the Puvure? 

MR. BOSNICK: The largest that has been 
manufactured as far as Welland Tube is concerned so 
far is 30-imen pipe. There have been no 34 or 36 
manufactured yet, but I understand that they can be 
supplied by Canadian suppliers as far as 34-inch is 
eoncerned, OR amvnot cervalm as far as 46 is concerned, 
whether they are set up for that size. 

MR. COMMISSIONER BRITNELL: Bub you are 


reasonably assured that they could, that Canadian 


—_—_—___ manufacturers could supply steel to manufacture 34-inch 


pipe? 
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MR. BOSNICK: Ned couldn! Gigine (4 
Guat Ta eG enswer von Chat, sir, from the point of 
view that I do nd represent the steel industry and 


Ay 


I cannot speak on their behalf. LT am not certain 
as to what the steel industry is set up to supply 
imathat 2ezanrd., 

MR. COMMISSIONER BRITNELL: L thought 
you mentioned that in the end of your answer to Mr, 
Pattillo that there were orders for 34-inch pipe? 

WR.» BOSNICK: No, not that we know of. 

No. 

MR. COMMISSIONER LADNER: Mr. Bosnick, 

I was interested in your suggestion that a separate 
ministry of the Government should be set up to handle 
all matversmiconterning cnerney) im so farvas-covern- 
menvad. pare clarion Orr direction 26) concerned.» Do 
you mean that this ministry would be a ministry such 
as Trade and Commerce? 

MR. BOSNICK: I understand that Mr. 
Jackson made that suggestion. 

MR. COMMISSIONER LADNER: Separate depart- 
ment? 

MR. JACKSON: Probably I should answer that; 
it was in the presentation I made. Yes, we view the 
matter of energy as being of cual importance say to 
transportation, health, or any of these other fields 
in which it has been found necessary and advisable 


to establish fully-fledged ministries, and our 
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proposition is just that we would bring under 

such a ministry allforms of energy -- water, gas, 
oil, nuclear power, and hydro -- and that would be 
an energy agency which would in that respect 

be more closely integrated with general government 
policy on the basic economic questions. 

MR. COMMISSIONER LADNER: And your idea 
would be, there would be some portion of the ministry 
open for representation, and so on, as in the case of 
an .ordinary Ministry? 

MR. JACKSON: I would say so. 

MR. COMMISSIONER LADNER: Rather than a 
semi-independent board, if I may say, like a National 
Energy Board? 

MR. JACKSON: Having established a ministry 
having the one ministry responsible in those fields, 
there would still be opportunity and room probably 
for the establishment of Crown Corporations or other 
media of administration in separate fields but 
responsible to the minister. 

MR. COMMISSIONER LADNER: Well, we now 
have the Ministry of Natural Resources and Northern 
PRE ile Rat You. think that would not De suriicient? 

MR, JACKSON: Well, in. our -opi pion they 
have a large enough task on their hands at the 


present time in terms of the projection Ole die 


development of our northern areas. That is a task 
of some magnitude. We would think to lump the two 
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together would be placing too wide a field of 
responsibility on one ministry. 

MR. COMMISSIONER LADNER: Thank you. 

MR, COMMISSIONER HOWLAND: Mr. Chairman, 
just one question. -Mr. Bosnick,it may be your 
question, I don't know, You mentioned that there 
were $135 million of imported pipe. Have you any 
Ldéa if Chatras ArLeine OULPOL eUne Special sizes 
oF Gype of pipe involved? Where is the leak 
there? Why isn't Canada producing ide million - - 

MR. BOSNICK: You have probably heard 
that the Government just increased the tariff on 
pipe coming into thecountry, but according to the 
Financial Post information the $135 million imports 
pepresents che voval import oF all sizes of pipe 
comine’ from the Usk. -and from United Staves, and I 
imagine from some other European countries. 

I haven't got the actual breakdown of 
the different sizes and the amounts coming from 
each country, although we do have some of them. 

The figure of $135 million worth was the one that 
was quoted by the Financial Post in relation to the 
increase in tariff which would have a bearing on 
this $135 million worth of pipe coming into the 
Country. 

MR. COMMISSIONER HOWLAND: I just 
wondered whether you had followed through to find 


out just exactly what type of pipe. There must be a 
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substantial value or volume to get to $135 million? 

MR. BOSNICK: We think some of that -- 
for exaniple, [or 1957 our information is that from 
the U.K. there were some *$14,783, 000 worth of pipe 
coming in; and from the USA some $53,000,000 worth. 

MR. COMMISSIONER HOWLAND: Have you any 
idea of the size of that? | 

MR. BOSNICK: What ise fron 10. 1/2: anch 
and up. 

MR. COMMISSIONER HOWLAND: It looks as though 
it isa’ matver of price rather than size because 
Canada can manufacture 10 1/2 inches and up? 

MR. BOSNICK: Oh, yes. 

MR. COMMISSIONER HOWLAND: Up to 30? 

MR. BOSNICK: Yes. Well, part of the 
problem in connection with, for example, Welland 
Tubes is that the company actually did not get into 
operation in time to receive the orders from the 
Trans-Canada Pipeline. They only got the tail end 
ofthe orders. As a’result, quite a number of -~- 
well, the major portion of the pipe requirement was 
placed outside the country, because there was no 
pipe plant in Canada could manufacture those Sizes. 
Since that time, however, the plant is in operation 
and can manufacture and has no orders. 

THE CHAIRMAN: The horse has left the 
stable. 


MR. BOSNICK: And closed the door too; 
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Or they Cpehecd 14.000 Lave. in this case. 
THE CHAIRMAN: I think in fairness that 


is the answer to the $135 million, ora Laree port ton 


MR. BOSNICK: Yes, but - - 

THE CHAIRMAN: The facilities were not 
here in Canada when the orders for those major 
pipelines, such as Westcoast, and Trans-Canada, 
speaking of gas, had to be placed, 

MR. BOSNICKS We understand thac, but from 
the point of view of the future we are concerned 
that everything be done that is possible to be done 
tO create the situation where Canada manufactures, 
will manufacture this and thereby create employment 
for Canaddans. 

THE CHAIRMAN: I don't think any member 
of the Commission would take any different view 
LYOUW THac, Ory thar Score, 

Thank you very much, Mr. Jackson, and 
your colleagues and men representing the Union. 

We are very happy to have your submission, We all 
have the opportunity of going over it. We appreciate 
your condensing it this morning, because we do have 

a lot of submissions made to us. It is very good 

of you to come, and also to change the time. We know 
that you were not supposed to come until ten o'clock 
this morning, but we appreciate your co-operation. 


Thank you very much, indeed, 
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THE CHAIRMAN: Gentlemen, the hearing 
of the Commission will now be adjourned until 
Monday morning in this Council Chamber at ten o'clock, 
at which time we shall have the submissions of the 
Alberta and Southern, and Trans-Canada and Union 
Gas Company of Canada. The hearing is now adjourned. 


---Whereupon these proceedings adjourned at 10.00 a.m., 
to resumerat, VO.007am.. Monday, July 21,9 2956. 


ae 


7 ree id pabtiocin zhi fate: Dalles 


sot ea a Monet dsb coieo ah - le 


=f 


any; i Maabess sitiesay th OW Gu Dhara! b. 


aol! baets Saeco * stgeeh ne clerwestitt 
A ‘i ay, 


a) | a i= acie e ; $15 4g yy 

4 Bongvat pa on Bias. tan set  eeaenatle at ay 
| ; a pa. 
oe ioe ta Bian ws Oe jetonege sicorkin nibepi oats 
this © SAE: <a Seah orate at 


Mi 
r 
ot 


a 
a) 
oe 
- 
~ 
i 
u 
Po 
o— 
iG 
cH 
tan 
4 
1 


L 


1 


; 
t 


4 


TREA 


= 


: 


PORTERS 


E 


F 


R 


aay 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


ROYAL COMMISSION 


on 


ENERGY 


Proceedings of hearings 
Hetdeat Monoredl, P..Q., 
commencing Monday,July 14, 


1958 
PRESENT: 
MAY H. BORDEN, C.MoG., O.0., = Chairman 
MR. J. Ly SEVESOUE - Member 
DR. R. D. HOWLAND - Member 
DRL Ry MM BARDY - Member 
MR. LL. J. LADNER - Member 
Vinh, G. B. BRETNELL - Member 


COMMISSION COUNSEL: 
Nine NOG Se Pactart LO. 0.0. 


Mr. M. H. Patterson 


Me, J, FP. Parkinson - Secretary 


Major N. L. Lafrance ~ Asst. Secretary 


~~ 


ie ge io 


= 
pt ? ‘= 
H % 
Le | Ls i a 
CWS | OI ~”~ 
Fj Mi i Sae a 
j " 
: 
- Sent. ale = 
j e 
i 
a ad ange 
; ; Nek a Oe 
é QE ax AOSD: 
9 <img te sa corre " - 
a ee ri 
t ee sal 
. a te 
eee Cee OME 
Fyne RCH pial et 


. 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


iterate. LT oS 


M-21-1 Letter from Canadian Bechtel 
Limited iB1AF 


M-21--2 Submission of Alberta and 
Southern Gas Company 
Limited 81147 


M-21-3 Blue-covered brief submitted 
by Union Gas Company of 
Canada Limited 8287 


M-21-4 Grey-covered brief submitted 
by Union Gas Company of 
Canada Limited 8287 


Lig: CTO eae bee 


* - ee 4 
Tif PL) ness ue 


> “, ‘ 
eC fay ; 

j » ws 2 a ré 
i aes " 
| ¢ 5 
{ 

otic 

) GA > 


ANGUS, STONEHOUSE & CO. LTD. 8143 
TORONTO, ONTARIO 


Monday, 
daly 21, 1958. 


---On resuming at 10.00 a.m. 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume its hearings. Nips. Pao Cio 

MR. PATTILLO: Thank you, Mr. Chairman, 
Mr. Chairman, I understand that the Secretary has 
some documents that he has received which he wishes 
to put into the record first. 

THE CHAIRMAN: Mr, Parkinson? 

MR PARKINSCN: With your permission, Mr. 
Chairman, I would like to suggest that we put on the 
record a communication from Canadian Bechtel Limited 
in the form of a three-page letter which constitutes 
a revision of some of the figures that were put in 
in Canadian Bechtel's brief several weeks ago. I 
might suggest we mark it M-21-1 and have it formally 
written into the record without, I would suggest, 
reading it. 


---EXHIBIT M-2l1-1: Letter from Canadian Bechtel 
Limited. 


Canadian Bechtel Limited, 
25 King Street West, 
Toronto 1, Ontario, Canada 
July 26, 1955 

Henry Borden, Esq., C.M.G., @.C., Chairman, 

The Royal Commission on Energy, 

Montreal, Quebec, 


Dear Mr. Borden: 


In reviewing the material presented in our submission 
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to The Royal Commission on Energy concerning alterna- 
tive methods of transporting Western Canadian crude 
oil to Montreal, we find that the Toronto-Montreal 


extension for delivering 42,506 barrels per day 
through the expanded Interprovincial system should 


be a 14-inch diameter pipeline rather than alO-inch. 


This change results in minor increases a 
two significant numbers in the submission: our 
estimate of the capital cost of expanding the system 
and our estimate of the transportation cost at an 
average daily volume of 42,500 barrels. 

Our conclusions are in no way affected. 


May we recommend that the submission be 


corrected in accordance with the enclosed corrections 


sheet. 


Very truly yours, 
Gol Blain wecesi dent ; 
by H.F. Waste 


CORRECTIONS July 16, 1958 


to Canadian Bechtel Limited's submission ‘to 
The Royal Commission on Energy, dated July 1958 


Transporting an average daily volume of 
42,500 barrels through an expanded Interprovincial 
system requires that the Toronto-Montreal section 
be a l4-inch diameter pipeline rather than 10-inch 
as stated in the submission, Only two significant 
numbers are affected by this change: estimated 
capital cost and estimated transportation cost. 


The other numbers affected are of secondary importance, 
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The submission's conclusions are not affected at all. 
a Changes in Primary Numbers: 

A. Toronto-Montreal extension: 14-inch 
instead of lQ-inch, 

tie aoeeebs: +) Table 7, p. A-9, 3rd line 
under “Facility” = Table 8, p. A-10,; 4th line 
under "Description of Facilities", 

By Capital cost: “860,705,000! instead of 
$55,582,000. 

This affects: second tabulation, p. 14, 
ist figure underh"Total” = Table 6, p..A-10;, 1st 
figure under "Total" - Table 9, p. A-1ll, lst figure 
opposite "Cost of Plant". 

an New capital required: $38,783,000 instead 
of $355,592; 000. 

This affects: second tabulation; p. 14, ist 
figure under "New Capital Required" - tabulation, 
nH, 10, lst) figure in last. column, 

D. Unit transportation cost: $0.754/bbl 
instead of $0.680/bb1. 

This tarreccs: =~ tabulation, p., 15,7 hep 
figure under "Transportation Cost" - tabulation, 

p. 16, lst figure in 4th column - Figure 1, initial 
point of black Tine for expanded Interprovincial system 
- Table’ 9, lst figure opposite MUN oacCose. Of Trans= 
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Changes in Related Numbers: 


Item 


Table ~, L8b column 

(1) "New Stations" 

(OP "Wotan Additional 
Pump Station 
Horsepower" 

(3) "Number of New 
Stations" 


Taple 6, “Detail” 
3rd figure 


Table 9, 1st. column 

(1) "Operation" 

\ "New Facilities" 

) "Income Tax" 

) "Net Income" 

) "Total Annual 
Transportation 
Coste. 


Change 


From To 
14,000 16, 000 
4O, 000 42,000 

5 4 


column, 


$16,905,000 $22,106,000 


S hv Ole COOnG" 527.000 
© seri i, COO..o. 55,200; 000 
$ 2,464,000 $ 2,695,000 
$ 2,779,000 $ 3,039,000 


$10,545,000 $11,691,000 
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Submission of 


ALBERTA AND SOUTHERN GAS COMPANY LIMITED 


APPEARANCES: 
Dr, Donald E. Armstrong 
Mr, F.A. Hough 


Mr. Sherman H. Clark 
Mr. Ross A. MacKimmie 


MR. PATTILLO: Mr, Chairman, we have 
re xt a submission which has been submitted by 
the Alberta and Southern Gas Company Limited. It 
is prepared by the Economic Research Corporation 
Limited of Montreal and Stanford Research Institute 
ofeCalifomia, It relates to their estimate and 
study of the proposed »markets of Trans-Canada. 
I am proposing that this document be marked as M-21-2, 
and I will ask Mr. MacKimmie, who is here as counsel, 
tTewhe, wili start oft, cL understand Mr, Mackimmie has 
a few introductory remarks that he wishes to make. 

THE CHATRMAN: Excuse me, Mr. MacKimmie. 
Mr. een ik is it your intention that this should 
20 verbatim into the transcript or not or filed? 

MR. PATTILLO: Well. ol think 7c “snould be 
filed. I don't think that there is any need for 
all these schedules to go verbatim into the transcript. 

THE CHAIRMAN: L think that-would be. the 
Commission's view. 

MR, MacKIMMIE: If it please the Commission, 


Mr, Chairman and gentlemen, before calling upon the 
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witnesses to present this study that has been prepared 
Which Mr. Pattillo referred to, I would, Sir, 
like very much to explain very briefly why Alberta 
and Southern are here at this time presenting this 
particular study, If you recall,Mr. Chairman, when 
we appeared with our main submission in Calgary in 
January of this year Mr. Horton, the President 
of Alberta and Southern, and Mr. Black of the Board 
of ‘the principal sponsor, Pacific Gas in California, 
stated that they would fully expect that Canadian 
Governments, both Federal and Provincial, as well 
as Administrative Boards, would see to it that no 
natural gas was exported from this country until the 
true and Sincere markets for Canada were first met. 
You will also recall that it was after this presenta- 
tion that Trans-Canada Pipeline, through Commonwealth 
Services Incorporated, New York, presented a study to 
your Commission saying that very substantial quantities 
of natural gas were required for what they considered 
to be the Canadian markets, and, Mr. Chairman, our 
approach then was, if that be sound, that it would be 
wise from our own point of view to look into the 
Eastern Canadian markets, not that the volumes required 
would necessarily jeopardize our project, but we may 
want to take a look at the timing and what we want 
solu 6 (6) 

So the first thing I want to be understood 


is that this study was prepared primarily for the 
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company to that end, and, with the view in mind 
that possibly we would submit it before your 
Commission, sir, we retained the Economic Research 
Corporation and the Stanford Research Institute 

to prepare this study for us, We also asked, 

in the event that it would be presented here, so 
that we could evaluate ourselves where those dif- 
ferences, if there be differences, were shown, that 
we wanted explanations between the two so that we 
could make up our own minds as to the degree of 
reliability we could place on it. 

One thing I am specifically indstructed 
to advise, not only this Commission, is that, while 
there are very sharp and pronou:.ced differences in 
these studies, neither Alberta and Southern nor 
any of the sponsors or the people who prepared this 
have any idea that the results of this study 
prejudices the Trans-Canada project. It is our 
view that it is a sound project and it has a future, 
bearing in mind not the future that we feel, perhaps what 
others feel, but it would be an error to infer that 
we are casting doubts on the future of that particular 
company. 

That is the chief reasonthat we are here 
today. We never realized the importance of Canadian 
markets when we appeared in January, and after our own 
study we thought we would do something about it. 


Now, you asked Mr, Pattillo if he intended 
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to put it in, and certainly we will take your 
suicance ang Mire Patpillo’s eutdanceonaid. Tf 

have instructed the witnesses, if they could, to 
summarize the whole report, due to the fact that 
you are getting into the dying days of your present 
sittings, Sir, but it is not to be understood that 
we want to run through it any quicker than you want 
Ds! CO's But if, in the future, the staff would 
want to discuss with the gentlemen who prepared this 
study, then certainly their working papers would be 
avaiveanvle ac all times. 

I would now like, sir, to introduce the 
three witnesses who are presenting this report, 
because they are responsible for different sections 
Cerlu. 

The executive director of the Economic 
Research Corporation Limited of Montreal is Dr. 
Donald E. Armstrong, second from my left. He has 
B.A., B. Com. degrees from the University of Alberta; 
he is a P.H.D. in Economics from McGill and University 
of Manchester; he ts aseistant iprofessor of the 
School of Commerce at McGill, and, as I said, 
he is executive director. He has appeared before 
the Borden Commission and submitted, I believe, on 
behalf of the ‘Province of Newfoundland their sub- 
mission to the Commission for Revision of Terms 
between Newfoundland and Canada. 


On behalf of the Stanford Research 
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Institute, the witness will be Mr. Sherman H. Clark, 
who is on my far left. Mr. Clark’ has’ his’ B.S "and 
M.S. degrees in Mechanical Engineering from Harvard; 
he has had two years of post-graduate work at Stanford 
University; he was Project Engineer for 2 1/2 years 
with General Electric at Hanford Works, Washington, 
For the past six years Mr. Clark has been with 
Stanford Research Institute, Menlo Park, California, 
and he is head of the Construction and Mechanical 
Industries Economics. He has conducted 15 pipeline 
market studies in the United States, Canada, South 
Americanand Europe. 

The final witness, on my immediate left, 
I believe is known to the Commission, having 
appeared before,Mr. F.A. Hough, who is a registered 
mechanical engineer, having graduated from the 
California Institute of Technology. He was employed 
by Southern Counties Gas Company of California from 
1925. to 1954. I believe I gave his qualifications 
before, but he is chief engineer of the Corporation, 
Pipeline Division. 

Mr. Chairman, I haven't been with you since 
January, and I don't know whether you wish to have these 
witnesses sworn. If you do, sir, fine. 

THE CHAIRMAN: No necessity, Mr. MacKimmie. 

MR, MacKIMMIE: Mr. Pattillo, if you would 
ask to present the report. 


MR. PATTILLO: Well, whichever one of the 
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gentlemen is going to be charged with Startingsort. 

MR. MacKIMMIE: tam sorry, Mr. Pavciio, 
Dr, Armstrong will be chiefly responsible for the 
direct testimony, and I would ask that questions 
be Givecvediuo Mei Charin in cross=examination, 

Viewer eee POs Dr. Armstrong, are you 
prepared to go ahead on your own and give us a 
summary of the report? 

DR, ARMSTRONG: Yes, that is what I pro- 
pose- t0O,d0, Sir, 

Mr. Chairman, Commissioners, before I 
launch into this report, there are a few comments 
which I would like to make about it. The report 
is essentially a sales forecast of the gas sales 
in Eastern Canada and markets considered to be 
available to Trans-Canada Pipe Line. The report 
has been prepared by Stanford Research Institute 
of California and by the Economie Research Council, 
a Canadian Company, with which I am associated. 

Our primary objective was to prepare a 
factual and objective forecast, analysis, of the 
fuel and energy requirements of Ontario and Quebec. 
As Mr. MacKimmie has pointed out, we were also 
instructed that if our results varied from those 
presented to this Commission by Trans-Canada Pipe 
Line, we were to set out those differences and, 
where possible, to explain them so that the Commission 


may be in a position to evaluate the position, and we 
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have tried to do this. section 9 of this report 
includes a comparison of the estimates presented 
here and the estimate presented to this Commission 
by Trans-Canada Pipe Lines. 

Now, in a nutshell, we have found that if 
we used the prices, we assumed the prices of the 
gas distributors in the Eastern-Canadian markets 
Trans-Canada could reasonably expect to sell up to 
1963 about 670 billion cubic feet of natural gas, 
Extending this period onto 1988, according to our 
estimates Trans-Canada could reasonably expect to 


sell something Just under 11 trillion, cube teen, 
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Sha ee pees ial 
Now, this estimate, you understand, is based on 
rates now in effect. We made another set of 
estimates based on prices which according to 
the Bechtel Corporation would cover cost of 
service and on the basis of these cost of 
Service estimates we calculated Trans-Canada 
may expect to sell 560 billion cubic feet of 
gas in the first six years of pipe line opera- 
tion, that is up to 1963, and 9.2 trillion cubic 
feet of natural gas up to 1988. These are 
cumulative sales figures. You will probably 
recall that these estimates are very different 
from those presented to this Commission by 
Trans-Canada Pipe Lines. Our estimate on cost 
of service basis for the first six FoArs is 
appreciably below the Trans-Canada estimate; in 
fact, Trans-Canada estimate is, I believe, al- 
most 7O per cent above the estimate which we 
have here. If we go to the longer period 
their estimate is 100 per cent in excess of the 
estimate which we present in this report. 

Now, I have mentioned two bases 
for making our sales forecast and since we will 
be referring constantly to these two bases 
this morning, perhaps it would be well if I 
said a word about them just to clear up any 
misunderstanding which might arise. The 


quantity of gas which can be sold in any market 
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is obviously a function of price, This is true 

of the firm industrial market.Now, dealing with 
people who are expert in keeping costs down, we 
are dealing with a market which has alternative 
fuels, Almost anything you can do with gas can 

be done with any fuel or electricity. Now, 

this being so we were faced with the problem 

of selecting a price or prices on which we could 
base our sales forecast. Now, an obvious choice 
and one which formed a basis for one of the sales 
forecast we made is from the prices now in effect 
or proposed in Eastern Canada. The question is, 
of course, will this prevail in the future? To 
answer this question our client requested the 
Bechtel Corporation to provide a study of the 
cost of service of Trans-Canada pipe line and 

a second estimate was based on rates which 
according to the Bechtel study would be necessary 
to cover the full cost of service. 

Now, I do not propose to read this 
report, because it is much ta@full of numbers and 
tables but perhaps it would be useful if I read 
the first two sections which are very brief. 

This report presents the results 
of a study made by Economic Research Corporation 
Limited (ERC) of Montreal, Canada, and Stanford 


Research Insittute (SRI) of Menlo Park, California, 


————— for Alberta and Southern Gas Co. Ltd., on markets 
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for natural gas in eastern Canada, The object 
of the research program was to develop careful, 
fully documented estimates of the potential market 
for natural gas in Ontario and Quebec for the 
period 1957-1988. The estimates were made with- 
in the economic and energy framework of eastern 
Canada but are based upon an analysis of the 
experience of the natural gas industry in de- 
veloping new markets in Canada and the United 
States. Basic to the entire study is the concept 
of gas demand as a function of competitive price 
in the fuel market of eastern Canada. In ex- 
amining the effect of price on the size of the 
market, two situations have been considered: 
cae The published rates for each classof service 
under which the gas companies currently operate 
or propose to operate in each area. 
ea A set of rates based on a separate study 
of "cost of service" made by Bechtel 
Corporation. For convenience, this study 
has been incorporated in this report. 
Estimates of this market were sub- 
mitted by Trans-Canada Pipe Lines Limited (TCPL) 
to the Royal Commission on Energy (the Borden 
Commission) of Canada and to the Alberta Oil and 
Gas Conservation Board at Calgary in February and 
March, 1958 in connection with the Alberta and 


Southern and West Coast Transmission Hearings 
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before this Board. These estimates, labeled 
by the Alberta Board as Exhibit 47 of the West 
Coast Hearings, were prepared by Commonwealth 
services,” Ine. for TCPL. At the request of 
Alberta and Southern, the estimates given in the 
ERC-SRI study are compared with those in Exhibit 
47 and, wherever possible, an analysis of the 
differences is made. 

The comparisons given between ERC- 
SRI figures and those in Exhibit 47 primarily 
concern total firm use, plus distribution companies! 
use and losses. Comparisons were made, however, 
based upon estimates of total sales, including 
interruptible use, for over-all market comparison 
purposes. tr this study, “tie calculation of 
potential interruptible sales is made on the basis 
of the maximum off-peak sales required to effect 
high load factor operation, utilizing under- 
ground storage only to the extent presently con- 
tracted for. It was beyond the scope of this 
study to determine the most economic balance 
between underground storage and interruptible sales. 

In addition to Ontario and Quebec, 
TCPL will serve Saskatchewan and Manitoba, and 
has a contract to export gas to the United States 
from Emerson, Manitoba. Market data for export 
sales are excluded from consideration in this 


report. Market data essentially as set forth 
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by TCPL for the two Prairie provinces are used 

in this study for the purpose of comparing estimates 
of the over-all Canadian market. Independent 
projections of these markets were not prepared 

in this study. 

The projections of these markets were 
not prepared in this study. 

The projections presented in this report 
are for 1957-58 to 1987-88 (November 1 to October 
31, the fiscal year of TCPL). The market potential 
is broken down by type of use and by area as 
follows: 

Type of Use 

Residential 
Base use (cooking, water heating, 
refrigeration, etc.) Space heating 

Commercial 

Firm Industrial 

Total Firm Use: Equals the sum of these 
categories 

Interruptible Industrial: Includes ind- 
dustrial consumers of fuel who contract 
for natural gas with the agreement 

that service can be interrupted under 

a specified set of conditions. 

Area (See Figure 1) 
No. l--Northern: The area served by Northern 
Ontario Natural Gas Co. Ltd., which 


covers, generally, the area north of 
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Lake Superior and Lake Huron, from 
the region near the Ontario-Manitoba 
border to Sudbury. 
No.2--Niagara: The Union Gas Company and 
all its subsidiaries, which include 
all of western Ontario except Lincoln 
and Welland countries. 
No. 3--Central: Central and eastern Ontario, 
and Lincoln and Welland countries. 
This includes the market area of 
Consumers! Gas Co. and any other 
companies, such as Lakeland Natural Gas 
Co., which may operate in this area. 
Ottawa, Ontario, and Hull, Quebec, are 
included in this area. 
No.4--Montreal: This includes Montreal and 
the South Shore, the market area of 
Quebec Natural Gas Corporation. 
Two field surveys were made by the 
ERC-SRI team to provide specific information. One 
was a survey of industrial fuel consumers in Ontario 
and Quebec, conducted to determine fuel usages 
and prices paid for fuel. The other was a sur- 
vey of the operation of 20 gas utilities in the 
United States and Canada, to determine their 
experience in the growth of natural gas markets. 
The study was directed by Dr. Donald 


E. Armstrong of Economic Research Corporation 
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Limited and Sherman H. Clark of Stanford Research 
Institute. H. Gordon Pearce of Stanford Research 
Tmeeiette was project leader. Assisting in the 
study were Edward L. Scarff, J. L. Brizzolara, Jr., 
Henry Laurant, 5S. A. Cogswell, F. P. Lyte, Ronald 
Freund, D. Cohen, J. A. Marshall, T. Jigantus, and 
Deo. Hays Peter G. Behr of Bechtel Corporation 
provided technical assistance on certain aspects 
of the study. Professors James C. Taylor and 
John L. Wettlaufer of the University of Western 
Ontario School of Business Administration assisted 
with the industrial survey. 
Economic Research Corporation Limited 
and Stanford Research Institute gratefully acknow- 
ledge the co-operation of the many companies and 
government agencies in Canada and the United States 
that provided information basic to the study. 
Conclusions 
It may be concluded that: 

re The total Canadian sales of TCPL are estimated 
to be 142 billion cubic feet in 1962-63, and 
539 billion cubic feet in 1987-88. To meet 
these sales, cumulative requirements for 
Alberta natural gas would be 560 billion 
cubic feet through 1962-63, and 9.2 trillion 
cubic feet through 1987-88. The requirements 
through 1962-63 are 60 per cent of those 


estimated in Exhibit 47, and less than 50 
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per cent for the period 1957-58 to 1987-88. 

ee The price at which natural gas is offered 
for firm industrial use will have a major 
impact on firm industrial demand. At some 
price levels, a 20-per cent increase in the 
price can halve the demand. 

oN The price of natural gas in eastern Canada 
for firm service is expected to be increased 
appreciably over rates presently in effect 
or pending. 

Lg Several factors may cause a natural gas 
market development in eastern Canada lower 
than that stated as conclusion 1. Some of 
these factors are a slower rate of economic 
development than that used in this study, 
depresed prices of competitive fuels, and 
fuller utilization of underground storage 
(which would result in a lower requirement 
for interruptible fuel). 

summary 

The ERC-SRI estimates of cumulative 
requirements for Alberta natural gas for firm and 
interruptible Canadian sales of Trans-Canada Pipe 

Lines Limited (TCPL) are given below. The gas 

requirements are based upon the market potential 

under two sets of prices: (1) published rates 
under which the gas distribution companies in 


eastern Canada precentiy onerate (or propose to 
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operate); (2) price calculated to reflect the 
"cost of service." 
Cumulative Requirements 
(trillions of cubic feet of natural gas) 
7-58 to 
and 
i 

luding. Published Rates Basil’ UcCost of Service" Pease 


Inter- Inter- 
Hirm (rupee «Total Firm ruptible Total 


-63 (6 yrs.) 0.49 0.18 0.67 Oe OlLS 0.56 
oo Colb yrs.) 7.50. 3,36 10.92 Soe Neer 9.23 


/ Published rates of the gas distribution companies. See 
Appendix C.) 


/ As defined by Bechtel Corporation in Section V, "Cost of 
Service" includes price paid to producers plus transmission 
costs including return on operating company's rate base 
necessary to keep the company in sound financial condition. ) 

For the first five full years of operation (plus 
the year of conversion, 1957-58), it is estimated 
that TCPL will require 676.3 billion cubic feet 

of Alberta natural gas to meetits Canadian markets, 
assuming the present rates can remain in effect. 


"Gost of service, “ 


If the consumer prices reflect 
however, requirements for the same period are 
estimated to be 560 billion cubic feet. This 
lower requirement is based upon rates which 
reflect a "cost of service" analysis made by 
Bechtel Corporation. This analysis indicates 
that “city gate" prices for natural gas to the 
distribution companies in eastern Canada should 


be increased appreciably. Such an increase in 


prices would probably mean that the distribution 
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companies would have to increase their charges 
over those rates presently in effect (or pending), 
particularly for the firm industrial class of 
service, Thus, for the 3l-year period ending 
1987-88 the market potential at prices reflecting 
the "cost of service" means a cumulative re- 
quirement for Alberta natural gas of 9.2 trillion 
cubic feet; on the published rate basis, the 
comparable requirement estimate is 10.9 trillion 
cubic feet. 
Canadian sales of natural gas by 
TCPL could well be below either of the estimates 
tabulated above. Such a condition could be caused 
by realization of one or more of the following 
situations: 
big The economic framework used to make gas demand 
estimates in this study is that of the median 
projections of the Gordon Commission. 
Independent projections of the economic de- 
velopment of eastern Canada made in this 
study are about 5 to 10 per cent below the 
Gordon Commission median forecast. If the 
economic development proceeds at the pace 
estimated by Economic Research Corporation 
and Stanford Research Institute, the over-all 
natural gas market development would be reduced 


by 5 to, 1G per scent. 


es The cost of service was not reflected in the 
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potential. The cost of service will, how- 
ever, be reflected in residential prices, 
particularly in residential space heating. 
This may tend to deter the growth in natural 
gas markets for this use. 

The price relationship of natural gas to 
other industrial fuels was determined from 
the prices paid by industrial establishments 
during 1957. The price of competitive 
industrial fuels has dropped 10 to 20 per 
cent in 1958, due to competitive supply con- 
ditions, and this level of prices could last 
for some time. The opening of the St. 
Lawrence Seaway will tend to reduce the 
price of heavy fuel oil in the Toronto area. 
Further, it is estimated that under competitive 
supply conditions in eastern Canada the 
price of heavy fuel oil would lve to drop 
by more than 30 per cent (as compared with the 
price in 1957) before alternative means of 
disposing of the heavy products would be 
profitable. Thus natural gas may face more 
severe price competition for industrial fuel 


markets than was assumed in this study. 
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Fuller utilization of underground storage than 
that presently contracted for, and the possi- 
bility that pipeline capacity for deliveries to 
Union Gas Company may be reduced, could lower the 
interruptible requirements substantially. Also, 

no allowance has been made in the ERC-SRI esti- 

mates for manufactured gas production (Quebec Natural 
Gas Company is reportedly planning to continue opera- 
ting part of its manufactured gas facilities in- 
definitely) or for the portion of the sales accounted 
for by peak-shaving gas. In addition, the pro- 
duction of natural gas in southwestern Ontario may 

be maintained above the conservative estimate 

assumed in this study. 

Tables 1 and 2 give the ERC-SRI estimates 
of annual firm sales by TCPL. (The figures for 
sales to Ne see at evan Power Corporation are 
those given in Exhibit 47. Sales to Union Gas 
Company are market estimates prepared by ERC-SRI 
with adjustments for other sources of gas supply. 
Estimates of the Union Gas Company requirements 
are given in Appendix A.) Table 1 shows the 
estimates by area; Table 2, provides a breakdown 
by type of use of each market area in Ontario and 
Quebec. 

The comparison of the ERC-SRI estimates 
with those given in Exhibit 47 1s shown in Table 34. 


The ERC-SRI cost of service estimate of cumulative 
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requirements of 560 billion cubic feet for the 
first five full years of operation (plus 1957-58) 
is 60 per cent of the 933.0 billion cubic feet esti- 
mate given in Exhibit 47. Based on published rates, 
the ERC-SRI estimate is 72 per cent of the Exhibit 
47 estimate. For the 3l-year period ending 
1987-88, the TCPL requirement for Alberta gas 
for Canadian markets is 9.2 trillion cubic feet 
on the cost of service basis, or slightly less 
than half of the 18.8 trillion cubic feet estimate 
in Exhibit 47 (using published rates, the ERC-SRI 
estimate would be 58 per cent of that given in 
Exhibit 47). 

Several criteria may be used to check 
the validity of the estimated natural gas potential. 
These criteria relate to historical experience in 
the development of natural gas markets, and include 
the position of natural gas in the total energy 
framework, natural gas industrial use as related 
to total industrial fuel consumption, and firm in- 
dustrial natural gas consumption as a percentage of 
residential natural gas consumption. Using these 
eriteria on the three sets of estimates given in 
Table 3, the set based on cost of service is the 
most consistent with historical experience in the 
comparable market areas where gas is being used. 

MR. ARMSTRONG: If you will turn with 


me to Section 3, the Economic Framework, we will 
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dispense with this as quickly as possible. 

Section 3 provides the economic population 
projection which forms the basis of energy fore- 
casts produced later in this study. Let us 
consider first the population forecast. What we 
wanted ultimately was the number of people who 
were likely to become customers of Trans-Canada 
Pipe Lines. 

This is obviously the function of the 
number of people in the Trans-Canada 
area which, in turn, depends on the growth of the 
population, population growth for Canada and its 
provinces. To cut a long story short, we ended 
up by accepting the mid-forecast of the Gordon 
Commission for Canada and the population growth, 
which we accepted for Ontario and Quebec and is in 
line with the Gordon Commission forecast, if we 
assume that the two central provinces retain their 
share of the total population -- and historically 
this seems to be a sound argument. 

For reasons that will become apparent 
later, we have divided the Trans-Canada market 
area into four regions, to which I called attention 
when I was reading Part I. Historically, the 
three regions in Ontario have pretty well maintained 
their share of the total provincial population, and 


this meant that we could translate the population 
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forecast for the province into a population forecast 
for the different areas by simply breaking up the 
total provincial forecasts into the appropriate per- 
centages. 

The population forecasts that I have been 
talking about so far are those given in Table 4, 
which you will find on page 23 -- follows page 21; 
unfortunately the page number is not marked, 

The figures are found under the heading 
"otal population", You. will see that there is a 
total population column in Area 1, Area, Area 3 
and Area 4, To the right of that column in each 
case, in each area, is another column headed "Popu- 
lation in Service Area", The numbers in those 
columns represent our estimate of the number of 
people likely to be in the Trans-Canada market area, 
You will see, if you examine this table, from 
looking at, say, Niagara, the central region, that 
we have assumed that most of the population in 
Ontario, in these two regions particularly, will 
be eventually in Trans-Canada service area, 

We have assumed that in 1956 just 
about hea well, olticlis a littleccver '7O.pen cent 
of the population will be in that Trans-Canada 
service area, and because of a shift in population 
we expect this to grow to about 74 per cent by 
1988. The Niagara region we have simply assumed 


that all urban population would eventually receive 
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natural gas, and this means that about 65 per 

cent of the) population is° ina service’ area. We 
expect this to increase to something over 68 per 
cent. Of course, ultimately the result may be 
achieved, but it will be some time before some of 
the smaller towns, and towns in the northern Niagara 
region, will receive gas, 

As far as the northern region of Ontario 
is concerned, with its greater distances and wider 
spread of population, it is quite obvious that the 
penetration of the service area is going to be 
more restricted than in the other two regions. We 
have assumed that 38 per cent of the 1956 popula- 
tion in northern Ontario will be in a Trans-Canada 
Pipe Line service area, and because, again, of 
shifting population, we think this area will grow 
faster than the others, so we have assumed that 
this would increase to 43 per cent by 1988. 

One other 
thing on the population estimate; we have estimated 
that through this report the number of persons per 
household will remain constant at 3.8. Authori- 
ties could be cited in both United States and 
Canada for the belief that the number of persons 
per household will actually increase, with the 
apparent trend of family size. We have taken 
the conservative estimate that the ratio of persons 


per household will remain constant. 
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So much for population, Economic frame - 
work, I think, can be dealt with very briefly. I 
can summarize our research here by saying that the 
economists at Economic Research, Reford Corporation 
and Stanford worked independently on economic fore- 
casts, came to the conclusion independently that 
the mid-forecast of the Gordon Commission was about 
five to ten per cent too high, and then ended up 
by accepting the Gordon Commission forecast anyway. 
I would be less than candid if I did not admit 
that we accepted this forecast to avoid argument 
and to put this on a basis which would put the sale 
of natural gas in as favourable a light in Eastern 
Canada as possible. 

The forecasts I have been talking about 
so far are the forecasts which relate to the total 
or the -- yes, to the total Canadian picture. We 
had regional forecasts and provincial forecasts by 
growth, assuming that Ontario and Quebec would 
maintain their present rate in so far as produc- 
tion is concerned, and certainly there is no his- 
torical reason for believing otherwise. 

We turn now to Section 4, which gives 
our estimates of residential and commercial markets. 
The summary table given on page 4O presents our 
estimates of the sale of residential and commer- 
cial natural gas by market area. That area is 
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interest to the Commission and its staff than how we 
arrived at the figures in that table, and therefore 
of more interest is Table 8, which sets out the 
assumptions which we made to arrive at the forecasts 
of residential and commercial sales. 

With your permission, sir, I am going to 
call on Mr. Clark, who will take us back to Appendix 
B in the report, which is page 205, and he will ex- 
plain to us the analysis which went into the 
experience and development of markets for natural 
gas. 

May I say, sir, that although we have 
relegated this section to an appendix, that is not 
to say that we consider it unimportant. Without 
this analysis of what happened in all markets, one 
could do -no more than guess about such questioris as 
what per cent of the population within the service 
area is likely to become customers of the gas dis- 
tributing system, and what per cent are likely to 
use gas for heating, and so on. Mr. Clark will. 
tell us how these questions wére’ answered. 

MR, CLARK: Before turning to Appendix B, 
Mr. Chairman, if I might I would like to continue 
to direct your attention to Table 8 on page 41. 
These are the factors used in estimating the resi- 
dential and commercial gas markets, and applies to 
Ontario and Quebec. We have broken this down into 


four market areas, Area No. 1, Northern Ontario, 
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served by Northern Ontario Natural Gas Company; 
Area No. 2, Niagara, covered by Union Gas Company; 
Area No. 3, Central, is served by Consumers! Gas 
Company, at least primarily; Area No. 4 is Montreal, 
served by Montreal Natural Gas Company. 

There are twelve columns to this table. Col- 
umn 1 gives the number of dwelling units for the 
period 1958 to 1988. We have just discussed this, 

BeCtion o, columns 2 “through. apply to 
‘tthe residential base use, cooking, water heating, 
that type of use. 

Columns 6 through 9 apply to space heating. 
Column 10 gives the total residential use. Columns 
11 and 12 apply to commercial. Columns 2 and 6 
are concerned with the saturation of base use and 
space heating respectively. 

The "saturation" is defined as the 
number of customers for each type of use, divided 
by the total number of dwelling units. I would 
like to caution you that in our definition of "space 
heating saturation, column 6", we define this as the 
total number of space heat customers divided by the 
total number of dwelling units. Ordinarily, in 
many studies, it is defined as the total number of 
space heating customers divided by the total number 
of residential customers. 

I would like, if I may, to turn to Appendix 


B, page 205. Table 52 provides data for 19 companies 
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on the development of residential base use and 
Space heating saturation and on factors which might 
affect the growth in saturation. These areas were 
selected for various reasons, some to demonstrate 
a particular point, and others to bracket the con- 
ditions which exist in Eastern Canada at the pre- 
sent time, Only postwar conversions to natural 
gas have been considered because economic conditions 
prevailing prior to the war were so different from 
today. However, the current experkence of several 
prewar conversion areas has been considered in order 
to check developments in the tenth to twentieth 
years of natural gas operation. Except in one 
instance where a particular point was being em- 
phasized, all areas considered are those served by 
long-distance pipelines. Areas near the source 
of gas have operated on natural gas for many years 
(e.g. Alberta, California and Texas). Their early 
experience with natural gas was under conditions 
vastly different from those which exist today. 
Moreover, in areas near the source of gas this fuel 
has been priced for all uses significantly below 
the price for other fuels; this was particularly 
true ten to thirty years ago. 

Coming to Table 52, the upper portion of 
this table is concerned with space heating, the top 
row gives the average annual increase in saturation 


for the first to fifth years of operation of natural 
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You will notice as you run along this 
row of figures that by far the predominant ex- 
perience is an increase of 3 percentage points per 
year. In those cases where the experience is less 
than that a 10-year average would give almost a 
3 percentage point average. There are three cases 
where the experience exceeded thisaverage, and in 
two of those cases there were unusual conditions 
which are not expected to exist in Eastern Canada, 
Basically these utilities had operated on mixed gas 
for many years before conversion to natural gas 
and had favourable gas prices for space heating at 
the start of conversion. ‘Both had already developed 
considerably their space heat saturation, using 
mixed gas, but the supply of gas was undoubtedly 
limited and a sizeable backlog of potential space 
heat customers had been developed. In other words, 
it was as though conversion had taken place many 
years before and the demand for natural gas had 
been built up without a comparable build-up in supply. 

The upper rows of the table apply to the 
factors which might be expected to have some in- 
fluence on the growth of saturation, and these are 
the initial space heat saturation, the oil heating 
saturation, the price of oil as compared . with the 
price of gas for space heating, the initial base 
saturation and the population growth rate. 


Now, as to the base use saturation, the 
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upper row again gives the average annual increase 
in saturation expressed in percentage points for 
the first to fifth years operation of natural gas, 
and here the experience varies to some extent. 
The increase in baseuse saturation for companies 
with less than 50 per cent initial saturation has 
varied between one and four percentage points per 
year. Most of these companies, however, have 
only one to three years of experience with natural 
Gas. The average increase was 2.6 percentage 
POlNvs per year, For Toronto, which has the most 
directly applicable experience, the increase for 
three years with natural gas averaged two percentage 
points per year. Since the rate of growth of 
base use saturation for most of the northwest 
companies will probably decline, it can be expected 
that their average annual increase will drop to about 
two percentage points per year for the first five 
years of operation. It is quite possible that 
the ultimate saturation for these companies may be 
only 20 to 40 percent. Electric rates in the north- 
west, however, are lower than the rates in Eastern 
Canada. On the other hand, the rates in Eastern 
Canada are below those in the areas considered where 
the initial saturation was greater than 50 per cent. 
It is therefore probable that the ultimate saturation 
in Eastern Canada will be somewhere in the range of 


a 40 to 7O per cent. 


an. is. 


> a 


oe i 7 4 : ; anne 
geaesont Faure SyaTeve and ee? ra 
: ; Pu 
4 exited eens. fs hite Se 


v4 Py éh2 deur ao roteiags ei aN ‘Age 


y 
aned%e "OD? ov ae cup sonst 
. a page? st ENG el ee eS ne a Be ur ae 


aly Sta eaeuies Sq TWIT us and ace ® 


Bee = As 
pits 


| ged gua ewed qesinegyd: eat 


hh 
- 
e 
ts 
* 
ae 
= 
oe 
+ ) 
se 
75 
‘ 
a 
“- 
~ 
= 
+ 
¥ 
7 
fe) 
y 
wt 
£ 
r 
a | 


; : 
so andvet ed 0,5, c39 Heer 
uJ Far bod & <p eos ee) if =" og a ( t "LC ie) 
ni ra one ahs hk eee 2 
yal has 2 ou: Pips Aree c . 
7 ; ; fe SP RePornl Sy: + eet EYaiots etfs ‘ieee eigen ¥ 
; ete ceUanhEn Ts. hat” ee pe eos a ey 7 
‘dey SeReeTe Bee ten a a! a ax60% seit 
“sy gidwodie “in Sian eat go a B5Y “96 adutog 
a : ; pk oa ey ast: Me oe Conaee 
| dévon ott! To. Teen FOR Lyouiltne wou oad 


: 


re 


ree ee af .gatioad “igetorg iy ky sehenaued 
7 ay . iat p ee ae = Po a ' ‘ sy an 
; , rs - \ 2 
4+ gee £ fiw sassrisrch, beware cada er fans 
= ay rar ie ae te ke 4 


sorey off tot Sey Fog ea Lod. & andeaetse ‘ows 


s efdreacq avin ei tohiwisdo Ae east 
fan) peinecme: weed roR: aol em es e3et ‘tu orld 
; pe fates Leger | Te? (x BETS: Sieg an eX. Pearce oon 
aad «af astet sbivesh >. weve we ae OS "yEno . 
eee tenet Bigs Seceit; Wea ee OER MEE et Use r 
irashe eh esis ofd rustid wawol Se oo svewort phi 
RSV Me Scaler hanahass ny A th ages ee CaaS cee 
‘ercad vid Gates Sd. pear? *ettto sat nO aati 
sat tinal haeaky Dae arg 8 Seen EB ad phd ea 
renw Bovshicnea conte BAT Sl ean pes ag a8 tet 


Tad Oe et Webaxs “i wisac whee aay Say 
Oe ade ap ey Oe. hei ae ot Ge fi 
psouwiae ie sid. cath ‘Nisdos ae ane! aha ak ot 


ie, is ee : BO SP ee: Ce ad ate aa 2 “a 
* awe Old ras ad Ty, ” _— 195) 5 cr ay 
Ww ayaex are ab sc othearod Ss tw 2heirt alas 
Renee igs fights ie Pi ogee Ag of ae - 
Beate eye 5 = rae 
ee ms oe ss - c foe : oe met | . 4 


ANGUS, STONEHOUSE & CO. LTD. Cuil 
TORONTO, ONTARIO 


In the rows below the top three are given 
the factors which might affect the base use satura- 
tion. these, are initial saturation, electric cock- 
ing Saturation, electric water heating saturation, 
and, electrie rates, 

Turning back again to Table 8, on page 41, 
if we were to consider these four areas combined, | 
then the growth of the base use saturation which we 
have Used. in, this study for the first five years of 
operation is about 1.5 percentage points per year, 
and for space heating it is about 3.2 percentage points 
per year. This is generally in line with the pre- 
dominant experience that we have just considered. 

The Savuration usedihor each of the areas 
varies to some extent. For area No, 1, we have used 
for base use and space heating an increase of about 
four percentage points per year for the first five 
years, Thies aon the upper .ranses! of any of 
the experience studied, and we have used relatively 
higher growth, first because there is a negligible 
initial saturation and, second, because of the 
electric cooking saturation and electric water heating 
saturation. In most of Northern Ontario the electric 
rates are somewhat higher than in some of the other 
areas studied with a low initial saturation. There 
is likely to be a more favourable gas price in this 
area than in the other market areas in Ontario and 


Quebec. One company studied hasan increase in space 
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use and space heat gaturation. This was a company 
serving small towns over the pipeline in Idaho. It 
had about 5 per cent increase in space heat satura- 
bi0n Lor the first year. 

In area No. 2 we have used an increase of 
2 percentage points per year for base use and 3,4 
percentage points per year for space heating for 
VAEMLIPSpet Ve +years, And’ unies ts “inline. with? the 
experience of the Union Gas Company over the past 
three, four or five years. 

In area No. 3, the Central area, we have 
used 1.2 percentage points per year for base use 
and 2.8 for space heating. Again, “tite is in line 
with the experience of Toronto Consumers! Gas Company 
over their past three or four years, Note that by 
1958, 1959 or 1960 a large portion of this area 
will have been on natural gas for five years. 

For Montreal, we have used for the base 
use 1 per cent increase, and for space heating 3,6. 
Thelrélatively low rate of increase for baseus]e ws; 
first, because of the high initial base use satura- 


tion in this area and, second, because of the low 


electric rates and the expected competition from electri 


city. The relatively high increase in space heat 
saturation is because of the very low increase and 
the very low initial space heat saturation and, 
second, because of the large number of apartments 


in Montreal using more room heaters, which are likely 
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targets for gas conversion, 

Dealing with the rest of these columns 
that are given here, columns 3 and 7 are the number 
of customers resulting from these saturations in 
the dwelling units. Columns 4 and 8 apply to the 
use per customer, the average use per customer in 
each area, and these are in line with the distribu- 
tion company experience and estimates am the recent 
experience in some of the utilities, which was stated 
in Appendix B. Columns 5 and 9 give the total use. 
Column 10 is the result of adding these two columns, 
siving che total residential use, Column 2) ecives 
the commercial use as a percentage of all residential 
sales. The experience of the companies studied. indi- 
cated that, as the residential use built up, the 
commercial use as a percentage of residential sales 
gradually declined from an average of 22 per cent down 
to an average of between 15 and 20 per cent, down to 
a range of 15 to 20 per cent and an average of about 
LOS ee eres Chine Column 12 gives the resulting commercial 
use. These totals are summarized, as. has been 
pointed out already, in Table 7, giving the total 
residential and commercial natural gas market by 
area for the period studied. 

MR. ARMSTRONG: As we have seen, the 
market for residential and commercial gas follows 
from a few simple measurements or assumptions. Let 


us review them. First, we had the assumption of the 
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service area and we assumed that by 1988 Trans-Canada 
Pipe Lines will serve 70 per cent of the population 

of Ontario and virtually all of the population in 

the Montreal region. That is, all the population 

of the Montreal region will be in the service area. 

On base use saturation, our estimate ranges from 

62 per cent in the north region to 80 per cent in 

the Niagara region. As for space heating satura- 

tion the estimate ranges from 70 per cent in Montreal, 
as ‘a2 percentage of the base use customers, to’ 100 per 
cent in the northern region. Having in mind the 
relative prices of fuél and oll that are likely, *these 
seem reasonable assumptions. On the base use customers, 
there does not seem to be much discrepancy on the base 
use figures we have here. It is logical to assume 

that there is a connection between the amount a person 
uses in his home and the amount he uses in his place 

of business, and our estimate, going down to l/ per cent, 
seems to be in line with the experience elsewhere. 

That completes what we have to say about the residential 
and «commercial market. Qur next concern is the 
industrial market, but, as has been pointed out, the 
estimates which one obtains fo a firm industrial 

market will depend primarily on the prices that one 
assumes. So, before getting into our estimate of 

the firm industrial market, it would be well, sir, 

with your permission, to call on Mr. Hough of Bechtel 


Corporation, who has made a study of the cost of 
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Service of Trans-Canada Pipe Lines. 
MR. HOUGH: Mr. Chairman, the text of 
the Bechtel report is quite brief. So, with your 
pertission, I will simply read it. First, the 
letter of transmittal from Bechtel Corporation 
to Economic Research Corporation Limited of Montreal 
and the Stanford Research Institute, Menlo Park, 
Calli ornia, 18 2S holt owes 
"Gentlemen, at the request of Alberta sand 
Souther Gas Co. Ltd., Bechtel Corporation has 
made a study of Trans-Canada Pipe Lines Limited's 
cost of providing natural gas service to eastern 
Canada, with particular reference to the cost 
of service to firm industrial users_in that area. 

The study is based on the loads that you 
have forecasted for the year 1962-63 and upon 
capital and operating cost estimates submitted 
by Trans-Canada to the Alberta Oil and Gas 
Conservation Board during the Alberta and Southern 
Hearings in Calgary in March 1958. 

The estimated cost of firm service 
developed in the study for each of Trans- 
Canada's rate zones in eastern Canada exceeds 
by a substantial amount prices for that type 
of service, as shown in Trans-Canada's current 
race schedule. Thus it appears that Trans- 
Canada must increase its rates for firm service 


if that company is to expand its business on a 
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sound commercial basis." 

Having made that statement, Mr. Chairman, 
we would like the Commission to understand that, 
while our study indicates that some increases will be 
necessary and that consequently the sales of gas in 
eastern Canada will be reduced, we do firmly believe 
that there is a substantial market and a profitable 
market in eastern Canada with the existing capacity 
of the Trans-Canada facilities that are now under 
construction. 

"The study was carried out under the 

direction of F.A. Hough, Chief Engineer of 

our Pipeline Division and has been reviewed by 
executives of our company. Very truly yours, 
H.F. Waste, Vice-President." 

Now, turning to page 59, this deals with 
the cost of natural gas service to eastern Canadian 
markets. 

Introduction; The ERC-SRI market study 
clearly shows the important relationship between the 
price of gas to industrial users of fuel and the 
quantity of gas that industry can be expected to use. 
The great importance of this price-volume relationship 
makes it necessary to examine the basic cost of gas 
service to industrial customers in Eastern Canada 
to determine if the present filed rates are realistic 
and to get an understanding of whether they are likely 


to 20 up or go down after a reasonable time has been 
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allowed for development of the Eastern Canada 
industrial fuel market, 

This section considers the costs to the 
pipeline company and to the distributing companies 
of serving two classes of industrial customers: 

Firm industrial customers and interruptible in- 
dustrial customers. 

The pipeline and distributing companies 
obligate themselves to serve firm customers at all 
times, including system peak-load periods. This means 
that sufficient transmission and distribution 
capacity must be provided to meet their demands. The 
Cosco of thie capacity is a part of the ee of 


serving the firm industrial customers. 
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On the other hand, interruptible 
customers may be shut off at the option of the 
distributing companies during system peak-load 
periods , ineLir use of transmission and @is- 
tribution facilities can therefore be limited to 
off-peak periods when the facilities would other- 
wise be idle. 

It 1s assumed in this study that’ no 
capital expenditures will be made by Trans-Canada 
tO provide capacity for interruptiblé idads, Con- 
sequently, capital costs of the Trans-Canada system 
will be unaffected whether or not interruptible 
load is supplied. 

The “cost of service" to a class of 
customers, as used in this report, is the summation 
of those costs that are created by performing the 
service and whieh Would not exist. if the service 
were not performed. These are the real costs 
that must be considered in determining the economic 
Teacsivillty or perlLorming the service, 

Included in these real costs is the 
return on the operating companies rate base 
necessary to kesp the company in a sound financial 
condition. 

The determination of these costs 
should not be confused with rate-making or pricing. 
Many considerations other than costs are sometimes 


involved in determining the price which a company 
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wishes to charge for a commodity or service. We 
believe, however, that in this case the best under- 
standing of the long-term prospects for selling 
natural gas as an industrial fuel in Eastern Canada 
can be obtained by considering the real cost of 
rendering this service to industry. 

The costs of service developed in this 
report are based for the most part on basic capital 
cost and operating cost estimates submitted by 
Trans-Canada to the Alberta Oil and Gas Conservation 
Board in March 1958. At that time Trans-Canada 
submitted capital cost estimates for their initial 
construction program and for a series of additions 
needed to provide sufficient capacity to supply the 
market estimated by Commonwealth Services. 

A system has been selected for this study 
for which a design and cost estimate was submitted 
by Trans-Canada, This system has the delivery 
capacity needed to handle efficiently the load 
forecasted by ERC-SRI for the operating year 1962-63. 

The only changes made in the Trans- 
Canada capital cost estimates are those required 
by the difference in the timing (year of construction) 
assumed by Trans-Canada and the timing used in this 
study, which is designed to meet the ERC-SFI fore- 
east ofeload. build-up; 

Costs of service in this study have 


been computed for the year 1962-63 (Nov. 1 to Oct. 
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31). This year was selected because - - 

1) By that time, Trans-Canada's initial de- 
velopment period will be over and normal 
operating conditions can be expected; 

2) The load forecasted for that year by ERC- 
ORI is large enough to load the Trans-Canada 
pipeline efficiently, and transmission costs 
Should be at or near minimum values; 

3) Trans-Canada's gas requirements for that 
year are of particular interest as they have 
been pointed to by that Company as fixing 
its immediate requirements for gas purchase 
commitments in Alberta. 

Alberta Gas Trunk Line Company's contract 
with Trans-Canada provides that after an inititial 
development period Trunk Line's charges will be on 
the basis of cost of service. Consequently this 
cost of service study has been carried back to the 
delivery point in each field. 

CONSLUSIONS: 
ie The cost of firm gas serviee to the dis- 

tributing companies in Eastern Canada in the 
year 1962-63 exceeds the revenue that will be 
produced by the present Trans-Canada Pipe 
Lines rates for that type of service. 

ms It will be necessary for Trans-Canada to 
increase its rates materially for firm 


service in Eastern Canada. Otherwise its 
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earnings will not be sufficient to permit 
it to raise the capital that will be needed 
from time to time to increase pipeline 
capacity. This conclusion has been formed 
anver giving full effect to the revenue ex- 
pected by Trans-Canada from the export of 
204 MMcfd of gas at Emerson. 

o The estimated cost of serving large firm 
industrial customers (taking 30,000 Mcf per 
month or more) for the years 1962-63 is 
tabulated below. The comparable Trans- 
Canada city gate rates are also given for 


comparison (see also Table 29), 


Trans- 
Canada's Estimated Cost of Service 

Trans- City. iGate Meare! 962.65 

Canada's Rate (IF) To City. Distri- 

Rate 50% 1.f. Gate bution Poa 

zone ¢/Mef e/Mcf e/Mcf e/Mef 
Western 41.8 38.0 nse) 49.0 
Northern 52.2 59.6 TsO 66.6 
Central 54.2 yes: PISS, 96.8 
Eastern 57.4 80.3 Can LOLS 

4, The large difference between Trans-Canada's 


rates and the estimated cost of service to 
the Northern, Central, and Eastern zones (see 
Conclusion 3) will create a deficiency in 
Trans-Canada's earnings that can be only 
partially offset by profitable operation in 
the Western zone. We believe it will be 
impracticable to shift a significant part 


of the cost of serving firm industrial 
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customers in Eastern Canada to other classes 
of customers or to other geographic areas. 
This means that rates for firm industrial 
service in Eastern Canada must closely 
approach the cost of service, 

Ds The sale of gas for interruptible industrial 
Service at the rates proposed by Trans- 
Canada and the distributing utilities will be 
a profitable operation for all concerned. 

The full effect of these profits has been 
taken into account in computing the cost of 
service to firm industrial customers. 

6. It appears improbable that the cost of Trans- 
Canada'ts firm gas service to Eastern Canada 
will go down in the future, Rather, it seems 
more probable that their cost of firm gas 
service wilh go up. 

DESCRIPTION OF PIPELINE SYSTEMS: 
Alberta Gas Trunk Line System - The Alberta Gas 
Trunk Line Company system upon which our cost esti- 
mates for that company are based is shown in Figure 
4, 

In developing this design we have had to 
make assumptions to provide for supplies of gas in 
addition to those presently contracted for by Trans- 
Canada. The costs for this system are thought to 
be adequate for any system that might be constructed 


by Trunk Line to supply Trans-Canada's needs in 
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1962-63. 
Trans-Canada Pipe Lines Company System - 
the Cost of service calculations are based on a 
Single pipeline system from the Saskatchewan Gate 
to Montreal, with branches to Emerson, Manitoba, 
Niagara Falls, and Ottawa. The main line consist 
ere 
586 miles of 44-inch 0.D. 
1,248 miles of 30-inch 
308 miles of 20-inch 
The branch lines consist of 
48 miles of 24-inch to Emerson 
34 miles of 24-inch and 76 miles of 
20-inch to Niagara 
37 miles of 1é-inch to Ottawa 
The locations of all compressor stations 
and offtakes are shown in Table 9, which also shows 
the quantities of gas leaving the pipeline at those 
points. These quantities are the ones used by 
Trans-Canada in the design of the system. They 
do not necessarily agree in all cases with the 
loads forecasted by ERC-SRI for the year 1962-63. 
However, any differences in load distribution along 
the line will not significantly affect the cost of 
service calculations. 


CAPITAL COST ESTIMATES: Table 10 


presents the capital cost estimate for the Trans- 


Canada system. This is the Trans-Canada figure 
(see Table 24) with additions for escalation in 


costs of those facilities that we forecast will 
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be built at a later date than assumed by Trans- 
Canada. 

iv Mevanvielpated in this study that 
Trans-Canada will purchase the Crown Corporation 
pipeline October 31, 1961, as was indicated in Trans- 
Canada's submission to the Alberta Oil and Gas 
Conservation Board. 

The price to be paid for the pipeline 
is computed in accordance with the terms of the 
Agreement between Trans-Canada and the Crown 
Corporation. These calculations are shown in 
TROLS Js 

Capital cost estimates for the Alberta 
Gas Trunk Line system are given in Table le. 

OPERATING COSTS: Our estimates of 
Trans-Canada's operating costs are substantially 
the same as those submitted to Alberta Oil and Gas 
Conservation Board by Trans-Canada. See Table 18 
for our estimates, and Table 25 for Trans-Canada's 
estimates. 

FINANCING PLAN: Tt will be necessary 
for Trans-Canada’ to obtain 131 million dollars 
over and above the funds raised through their 
original financing and the depreciation accruals to 
purchase the Crown Corporation pipeline and provide 
the additional transmission capacity required during 
the 1962-65 operating year. 
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financing it will be necessary for Trans-Canada 


to have; 
a) A reasonably good record of earnings 
per share of its common stock,-and 
b) Good prospects for making an adequate 


return in the immediate future on its 

new enlarged rate base. 

The financing plan given in Table 13 is 
for a 743 MMcfd pipeline and is based on the assump- 
tion that, by the time public financing is required, 
both a) and b)above will be tue.It is further assumed 
that the new bonds will have the same interest rates 
as the present bonds (approximately 5-1/2%). 

Table 14 shows that a 7-1/2% return 
on the depreciated rate base will produce adequate 
but certainly not excessive earnings per common 
share. It is believed that failure to make this 
rate of return will make further public financing 
difficult. For this reason a 7-1/2% return has 
been used in the cost of service calculations. 

RATE BASE: Rate base calculations 
for the case under consideration are given in Table 
LS. See also the calculations by Trans-Canada, 
which are reproduced in Table 28. 

COST OF SERVICE: The total annual cost 
of transmission for the year 1962-63 is estimated 
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Trans-Canada system (see Table 18) $65,483,000 
Alberta Gas Trunk Line system 
(see Table 17) L2e461", 000 
Total: $77, 944, 000 
We, believe this to be a very solid figure, 
about which there cannot be much argument. This 


total cost should be allocated to reflect correctly 


the effect on cost of service of: 


a) distance from source of supply to point 
of use; 

b) class of use (firm or interruptible); 

c) load factor. 


The cost allocations in this report rest on 
these basic assumptions: 

2) The cost of serving Pirm customers that use rges 
or can demand gas during peak periods includes 
all the capital costs involved in providing 
the required capacity. 

2) The cost of serving gas on an interruptible 
basis, where the service can be discontinued 
during peak periods, includes no part of the 
Capital costs: Of -the pipel ime. MLSs Ls because 
these costs are unaffected by whether or not 
the interruptible service is provided. 

5) The cost per Mcf of transmitting gas to a 
given class of customers varies inversely as the 
load factor of the group. 

4) The cost of transmission to a given point on a 


pipeline is directly proportional to the distance 


— the gas is hauled. 


ae -) 
Arey rr 


PEP Siang? pie, 


> 7 


ot 4 fee: octane oop omttave:® 
yee TEMA AG Ae 7 


rk Li Ae 
Pee ee 


sae bad Genta aed one as 1a 


enh Neth ets Beat 


| oe i eat haa jeer Shot : 
i Viitoe yoo? JEST Isso pe tesa lth a tsi: | 


Ae Neue y - fy 


‘inhale ca ; : ReReOT : 


gee: aud: Hb EM eee” 
= 


ie 


ue werd 2 ee. ERs 


i tt ten gite.odt, 


| 4 ey 
lala: 26 parwos eer sf esa taro i 8 | 


- i 
} t j 
ds ’ } 
RM ‘ ~ . ie oD ES ‘ Pel 
7 ue ee fk ir >» ew we Beta cdes Le ~ ase a + 
. & - 
ta : 
alte lam , 
~ er eukgy an ad . 


“es 
*) 

ay 
* 
7, 
boat J 
a3 
* 


| tenn Lektenwe Be kee 
om | ao, emg vs ett EV ay? 1 aa i, Sit ae +" ri = 


F; 
5 . ae . f 
ube: @ deepened. wel paoe aie (£ : 
wise foes Mh DT S| cra \) ee 2 oe 3 Hite ape ‘al di) ’ 
ese bane pee ae! q i a a < . ; Bs ~ 
Ss ae R ik : | 
*, «# ine a 

. b Vas tad eB sags. FES 

ae en Se SL aeaty rer ntgeey ey pa. fab etry: qa et ess cee, | 
; fom? + Be ea j +e) ae eB og 

ote ee eee rit eh eee eg 4 : : | 
| 


4 ; Lee: ge TD BAR RS. Ae 
et oy ve ahs ie te oh ih die eit . 
mF nf } 
BIE ee : fae 119 | OTC oo a Bie 
‘s Day § > Se b Rd 
i Cae ict 2) Ry ne J r Ey ine | 
| < 
i ie: . | 
4 b Ge ~ adh 
iu | me ony Peper r ee f Sh 7°33 a “ ee 
ai aS 1 Sa hn 2 b 
| i 
| ] 
ae") . od yr oan [ ih Gan) 
ree. ee | ery = ge | af ' 5 g q 
Seon apt A® & wk Shee ~ 
eRe eo aed 3 = 4 | 
7 " 
: ‘ tiat,t a } 
es) Mees ee acre tee, eS 
= ees res ee me aA OME 1.) pas Fe ty 2) TTI Sep ige 8 aon BSS) 
% Pee Ob Orne Se: fee See) Mee a Oe 
Loon ae Pi " “sp re’ 
ODL at BPS A Lrere yd GEES isaac aihod 
+ Tal ia ae Ae f pid 


ei 
a ate hes vf we : ; 
a +!) Baas ss 23g Pan’ 5. . ere Sol: od Fe yO: Ee 


2 te eS Ve 


ay ate a ae ma, be 
; ‘ S95") M Vag EY : be ; - ae we ew : > = 
Be Ve Lore p eis. - SLEW Se Anse he ‘ 
tae z. “t ei ce 
he ee > 7c uy 
¢ ys cI] nt 

S: wie Be Dare a , 7" 

te ' 2 & SAO Tee o c4 


8193 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Assumption number 4 is equivalent to 
saying that the unit of transmission cost is the Mcf- 
mile. This is strictly true for a long pipéline 


of one diameter, but in general the cost per Mcf- 


mile will be higher for small-diameter pipelines 
than for large-diameter pipelines. Consequently, 
in the Trans-Canada pipeline, this assumption tends 
to overstate the cost of delivering gas to points 


close to the source of supply and to understate the 


cost of delivering gas to points near the eastern 


end of the pipeline. No effort has been made in 


this study to compensate for this error. 
The cost of service calculations involve 
the following steps: 
1) Calculation of the total annual cost 
of owning and operating the pipeline. 


2) Calculation of the average cost of trans- 


mission per Mcf transmitted, assuming 
the pipeline operates at 100% load factor. 

>) Determination of the weighted average 
distance over which gas in the pipeline is 
hauled. 

4) Calculation of the cost per Mcf-mile for 
100% load factor. 

5) Calculation of cost per Mcf-mile for 
various load factors. 

6) Calculation of cost per Mcf of trans- 


mitting gas to various points on the 
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pipelinetat various load factors. 
7 Calculation of the credit to be applied 
to firm service costs generated by the 
sale of interruptible gas. 
These calculations are shown in Tables 18 through 22, 

Distribution Costs - No attempt has 
been made in this study to make a detailed analysis 
of distribution costs. However, a good indication 
of these costs is the spread between the price by 
the distributing company for gas at the city gate 
and the price which the distributor proposes to 
charge. Here are a few cases that indicate the 
cost: of distributing gas to firm industrial 
customers: 

Price, Paid 
by Price Paid 


Industrial by 
Customer Distributor Difference 


e/Mecf ¢/Mef ¢/Mef 


1. Northern Ontario Natural 
Gas Company 


Northern Rate Zone 


1 MMcf per month at 


4O-70% 1.f. 68 on af 
30 MMcf per month at 
40-70% 1.f. 58 51 a 


Western Rate Zone 


1 MMcf per month at 
40-70% 1.f. 58 Ay AE. 


30 MMcf per month at 
40-70% 1.f. 52 Ay in 
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ae 
Continued, 
Erice Paid 
by Price: Paid 
Industrial by 


Customer Distributor Difference 


pecyicgmes) tare/Mermes We arc/ Met 


2. Union Gas 


id 
1 MMcf per month 92 sau, 39 
30 Mmef per month 74 53x 21 
3. Consumer's Gas 
1 MMcf per month at 
50% 1.f. 120 ae) 67 
30 MMcf per month at 
50% 1.f. 82 Be) 29 
4. Quebec Natural Gas 
1 MMcf per month 130 56 74 
30 MMcf per month 78 56 22 


(uy - Union currently has contracted to buy only off-peak 
gas from Trans-Canada at a price of 39¢/Mcf. The 
price quoted is the Trans-Canada rate for firm gas.) 

Costs Trends Affecting Cost of Service 
beyond 1962-63 - The forecasted growth of gas load 
in Eastern Canada will require substantial additions 
to the Trans-Canada system from time to time. These 
additions, coupled with the upward trend of con- 
struction costs (about 5 per cent per year) will 
tend to offset depreciation accruals and possibly 
create an increasing rate base. 

Increasing gas prices in the field and 
the rising cost of operating labor will also tend 
to produce higher costs of service as time goes on. 

In the United States, for-most 1f not 
all cases involving growing companies, the net 


effect of these factors has been a continuously in- 


creasing city gate cost of gas. 


ct 
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The distribution systems will also 
need to be continuously extended and portions of 
the existing distribution facilities will have to 
be replaced because of deterioration or inadequacy. 
This will tend to create an upward trend in dis- 
tribution costs. 

These observations lead to the con- 


clusion that firm industrial gas rates will tend 


to go up rather than down during the years beyond 


1962-63. 


--- A short recess. 


>» 


dips satis anss2 ye’ -ibtyiina ete it ia 


r 
aa i 


a 
, ae a 
, 4o. arete tog: Yas A ccnalart Nie han _¥ 


eee 


ty 


qd avert ifie Qothit tags set uta 


oe 
, 


SRiipphent 16 acitsromiaitab a0 _ 


“ab 


- , 
i = < ' ~~ 
.o%h ft Beyond Bt: SHAN, DE BIST? rE 
+ oh F ante are - et ibe 3 
ve 
“ i ji oman aa 
: 1% = i eet aa | 4 ’ i SF do. aeGit 


" 
Stay asi fp hrveohal =. thts aotente 
of re -- or. . 


« 


| bts e*rrey. aft Gitte SW OARS, Bitte breath a qi 8. oF 


/<e-sbe8 ha 


, 8esoet | Meodte A ++ 
ies mae feat tee: ie an ete 


ANGUS, STONEHOUSE & CO. LTD. 8197 
TORONTO, ONTARIO 


THE CHAIRMAN: Gentlemen, the Commission 
will now resume, Mr. MacKimmie? 

MR. MackIMMIE: Thank you, Mr. Chairman, 
Dr. Armstrong? 

MR, ARMSTRONG: Gentlemen, we would like 
to carry on with our anlysis of firm industrial, 
which starts on page 109 of the report. The pro- 
cedures which we used to analyse the firm are set 
out on page 119. Perhaps I could shorten this 
even further by saying that the market for indus- 
trial gas depends on two things: first of all, the 
size of the total market for industrial fuels, and 
second, the share of the market which gas can 
capture. 

The size of the market in terms of 


billions of cubic feet for natural gas equivalent, 


you will find on page 113. The details are given 
on pages 34 and 35. You will find two provincial 
breakdowns there. It will probably be of more 


interest to the Commission to find out how these 
numbers were arrived at than to look at the numbers 
themselves, at least at this point. 

In order to present the story of how the 
first estimate was made, that is, how we estimated 
the size of the total markets for industrial fuels, 
I am going to call on Mr. Clark, with your permis - 
sion, who will take us back to section 8 to explain 


the energy framework which is the basis for the 
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forecast of energy requirements. 
MR, CLARK: Turning to page 145, Mr. 
Chairman: 

"This section on the energy framework 
of Ontario and Quebec has been included to 
show the position which natural gas is ex- 
pected to have in the energy consumption of 
eastern Canada and to demonstrate the impact 
of natural gas on other sources of energy. 
It is, in a sense, a check cn the validity of 
the estimates as well as a consideration of 
competitive factors in the industrial fuel 
market, 

"Although natural gas does not compete 
as a transportation fuel, an analysis of 
transportation energy consumption is in- 
cluded in order to arrive at estimates of 
the total consumption of petroleum products. 
From these estimates the impact on probable 
refinery operations can be shown, 

"Other segments of the energy framework 
in which natural gas does not compete are 
coal for coke and gas production, hydro- 
electricity, and fuel input to thermal elec- 
tric plants. It is generally agreed that 
coal is the most competitive fuel for use in 
thermal electric plants in Ontario and 


Quebec. For simplicity, these categories 
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as well as hydroelectric power production, are 
excluded from this analysis." 

It might be added that the reason thermal 
power has been excluded as a potential market for 
natural gas is apparent from the fact that thermal 
power plants in Ontario paid about 32 cents per 
Mef equivalent last year, while the lowest gas 
price is presently about 40 cents on an interruptible 
basis. 

Now, sir, I would like to direct your 
attention to page 169 and consider more specifically 
industrial framework. We have prepared a history 
of industrial fuel consumption in Ontario and 
Quebec for the period 1948 to 1957. The projected 
consumption is based upon a correlation with the 
net value added by Manufacturing by province as 
given in Section 3, "Economic Framework", 

In this tabulation in the middle of page 
169 we have given some data on manufacturing 
activity, rate of growth, and increase in indus- 
trial fuel consumption. You will note that in 
Ontario for the period 1948 to 1957 manufacturing 
increased at a rate of 5.3 per cent per year; that 
industrial fuel consumption increased at a rate 
of 4.4 per cent per year. Hor the total period, 
from 1948 through our projection period to 1988; 
ther projected increased manufacturing activity at 


4.6 per cent per year, and an increase of industrial 
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fuel consumption at 53.5 per cent per year, 

Since Ontario and Quebec industrial 
activity has been growing at about the same rate 
as Canada's, we have looked at the longer series 
for Canada. For the period !26 to '5%3 manu- 
facturing fuel consumption in Canada was growing 


at the rate of 3 to 3.5 per cent per year, which 


projection is based in about the same range as 
that which Canada has been experiencing for about 
thirty years. 

The correlation of industrial fuel con- 
sumption with manufacturing activity shows that as 
manufacturing doubles, industrial fuel consumption 
increases 70 per cent for both Ontario and Quebec, 


Actual experience for the period 1948-1957 varies 


from this average due to variations in the actual 
conditions in 1948 and 1957 as compared with 
average conditions which would be expected from 
the trend. Increased efficiency in fuel use is 


the primary reason for a less rapid growth in fuel 


consumption than in manufacturing. While mechani- 
zation and automation of industrial activities tend 
to increase the energy requirements per unit of 
output, these developments are reflected in the 

use of electricity rather than in the use of indus- 
trical fuel, In the United States industrial fuel 
consumption has also increased more Slowly than in- 
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The fuel consumption picture considered 
is to a large extent fuel for space heating in our 
manufacturing plants. It is reasonably expected 
that that use would grow more slowly than manu- 
facturing output. i dmtent. sir. be would Like - 
to direct your attention to the graph on the follow- 
ing page which shows estimates of fuel consumption 
for industrial purposes in Ontario by type of fuel. 

You may note that for the period from 
1954 to 1957 fuel consumption for industrial pur- 
poses has been increasing at a very rapid rate; 
much more rapid than the average overall long-term 
trend. If this experience were to be extrapolated 
even, say, to 1988, the total industrial fuel con- 
sumption arrived at by that method would be very 
much higher than the estimate we have used. In 
fact, even for the short-term period, even for 1963, 
the results from this method would be approximately 
one-third higher than that which we have arrived at 
using the long-term trend. 

This, incidentally, is Figure 10, Figure 
11 is the same data on the following page, only it 
is for Quebec, and you will note that the history 
there for the period 1953 to 1957 is even more 
striking than that for Ontario. 

An extrapolation of that experience to 


1963 would yield a fuel consumption for industrial 
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purposes approximately twice that which we have 
derived on the long-term trend. 

Turning back to the first table in 
this section, which is Table 44, following page 
145, there is given the historical data for the 
period 1948 to 1957 by type of use and by type of © 
fuel. The data which are concerned with on 
industrial is given under "Industrial", and then 
the answer "Other industrial", Phus, sor 1946 
for Ontario, Industrial consumption was 190 billion 
cubic feet for natural gas equivalent. By 1957 
it was 279 billion. There is estimated to be 
some decline for 1958 and our projection for 1988 
is 760 billion cubic feet. 

Table 46, the table after the next one, 
Table 45, gives us the same data but by type of 
fuel, and then for future use. 

Table 46 gives the same data as Table 
44, only for Quebec. 

MR, ARMSTRONG: We now have the story 
before us, of how the forecasts for total consump- 
tion of fuel in the year we are considering were 
arPaved a0. All which remains to estimate is the 
percentage of this market which natural gas would 
Like Vo capture, 

The main outline of our procedure is 
QUICG Simple. From DBS we knew the quantity of 


fuel consumed in Ontario and Quebec. We did not 
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know two things: we did not know how this fuel 
was consumel, or broken down among the areas that 
we were considering; and, secondly, we did not know 
the ‘prices paid for this fuel. We did not know 
the price-quantity relationship. Note that I 
say "price-quantity relationship" because there is 
not, of course, a price for fuel, even the same 
kind of fuel, in the same area, The price that 
you. pay depends on, among other things, the 
quantity which you consume, so therefore we had to 
establish this hierarchy or complex price-quantity 
relationship. 

Now, solving the first problem, that is 
the breakdown of consumption by area, was quite 
simple. The Dominion Bureau. of Statistics 
publishes a series of fuel and electrical bills 
by counties, and we used this as a logical basis for 
prorating fuel consumption to the various regions 
in which we were interested. 

Solving the second problem, that is, estab- 
lishing the price-quantity relationship in each 
market, required that we send out a team, actually 
a couple of teams, of people to interview companies 
to find out what fuels they consumed, in what quan- 
tities, and what price they paid. 

When the replies were in -- you will see 
that we interviewed about, just over, 500 companies 


in Ontario and Quebec -- ‘then these replies were 
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in we translated the information -- we transferred 
the information into equivalent natural gas. For 
example, if company X reported to us that they con- 
sumed 1,000 barrels of heavy fuel oil we recorded 
this information as 6,000 Mcf equivalent of heavy 
fuel o11, at, let us say, a price of $4 a barrel, 
This would become 67 cents per Mef equivalent. 

This information was recorded on a work sheet, U8 
think to help visualize this, to visualize the 
procedure, if you will turn to page 36 you will 

see something which looks rather like our first 
work sheet. The first table on page -- sorry, 


page 119. [tas pace 119, cable 5c. 
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Our work sheet, instead of having 30 cents 
and over, and so on, on the top column, at discreet 
price intervals, we have 48.9 and so on. The left- 
hand column is exactly as you see it there, the 
classification is according to the quantity consumed, 
Class i, 2 and 5, and this refers to ‘the quantity 
of fuel consumed by each firm. You will see the 
definition of these classes at the bottom. You can 
see why we have done this -- because different 
elasses of users will be ableto buy gas at different 
prices. You can see the information we obtained 
from Company 'X!' was put in one of the squares in 
this Table. 67 cents is between 65 and 70, heavy 
fuel oil, and the quantity would define that company 
as a Class’ I user. After all this was in and we 
translated it into Mcf equivalents we had the 
price-quantity relationship with the companies 
we interviewed, and we had work sheets of the three 
years involved, These work sheets constituted 
what, in the language of the statisticians, was 
a sample of the total fuel consumption of that area, 
and our next job was, of course, to blow Up or en- 
large this sample so that the quantity accounted for 
in the work sheet would relate to the quantity of 
fuel as returned by the Bureau of Statistics. Our 
next job was to enlarge this sample -- let me say 
that we think our samples were reasonable. Our 


interviews accounted for almost 50 per cent of the 
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fuel consumed in Ontario and Quebec, 

Now, the next step in the analysis was to 
work from that work sheet which I have described 
towards Table 36, All we did was, instead of 


presenting the amounts in the Table as quantity, 


we expressed them as per cent of the total amount 
of that fuel. In other words, if we had 6,000 Mcf, 


werdivided that figure into total consumption, and 


instead of getting a quantity we got a per cent, and 
here essentially we have the tablevas itis before. you. 
The advantage of putting it before you like this will 
be obvious as we go on. 

Let's assume that the gas distributors in 


this area agreed to sell gas at, say, 80 cents per 


Mef in any quantity. You can see- that there isn't 
any coal consumed at a price of 80 cents or over. 

We made the percentages cumulative to make the cal- 
culation easier, and so presumably no coal would be 
captured. An 80-cent price would capture the heavy 
fuel oil market, and, of course, there is 76.2 per 
cent of the middle of the barrel consumption at a 
price of 80 cents and over. To relax this hypothetical 
case, no distributing company stands ready to sell 
gas to all consumers at the same price as regards 
quantity. We ealculated that im this territory tne 
Class 1 fuel user would pay about 80 cents per Mcf 
for his firm industrial fuel, a Class 2 fuel user 


would pay about 89 cents, and a Class 4 user would 
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pay about 95 cents. Now, with those prices in 

mind, you can calculate quite easily what percent 

or “coal, heavy Tuel o11 and middle of the barrel 
market can be captured on a price per BTU basis. 

We have had this calculation for Area 3 and Area 4, 
Central Ontario and the Quebec area, When we came. 
to the northern region we had a very small number 

of large firms, It therefore seemed better -- we 
had virtually the whole universe, and we had a 

direct survey there, asking each firm what percentage 
of their consumption of fuel they expected to convert 
to natural gas. Now, we got replies from these 
firms which were below the results which we would 
have obtained had we used the straight price considera- 
tLON . In other words, these firms would convert 
less to natural cas than would be indicated just on 

a price basis, and this would indicate that our 
method of calculating gas consumption in other 
markets might be a little high. Well, we in that 
way were able to estimate the percentage of total 
fuel consumption in each market capturable by gas 

On a price, basis. 

Now, for forecasting we projected this into 
the future, that is we took the sum percentage of all 
future consumption. Now, the logical advantage 
rest only on the assumption that the relationship 
between the price of gas and the price of competing 


fuels will remain constant. Here is a valid method 
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of forecasting the share of the captured market, 
bearing in mind that the price of gas and other 
fuels would remain constant. 

THE CHAIRMAN: Would you agree to the 
proposition that that is true provided that your 
Statisticians are as good salesman as Trans-Canada's? 

MR, ARMSTRONG: We will have to wait 
several, vears,, L-suppose,  tonanswem thats question, 

Well, sir, there is the technique which 


we used for forecasting the share of the market which 


a8 Lukely TO be captured by fimn industyial ease 

I might say that a little later we are going to come 
back and apply some tests to the estimates we have 
obtained. 

NOW. Carryil ne On WLER industrial, lean 
BOLNe CO WCa ls) > Sir, With yournspermissions. (on Mr, 
Clark who will tell us how the estimate was made for 
interruptible industrial sales in the future. 

MR. CLARK: Lt would dike: sto .dimect your 
aveemcion to vwsection “(. Starcbne Jon pSsceut oo. This 
section. of the report describes the method of cal- 
culating the interruptible industrial markets for 
natural gas. The transmission pipelines are designed 
for peak-day delivery requirements, This peak is 
calculated from peak-day firm sales. 

The amount of gas available during the year 
over and above firm sales has been determined as 


follows: 
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1. Peak-day delivery requirements to 
Manitoba, Ontario, and Quebec, exclusive of Union 
Gas Company requirements, were determined using the 
firm loads developed by ERC-SRI as a basis. These 
peak-day requirements are based on an 80-percent 
load factor for residential base use, and a 75- 
percent load factor for commercial base use, mine 
heating load factor is 45 percent, which is equivalent 
to a design based on the average day requirements of 
the peak month. It has been assumed that distribu- 
tion companies! peaking facilities would handle gas 
requirements for days colder than the average day in 
che peak month. The industrial load Tractor for peak-= 
day calculations was 65 percent. As determined by 
the ERC-SRI industrial survey, this is the average 
load factor of the industrial fuel consumption at prices 
above 70 cents per Mcf equivalent. 

2. After the peak day was determined for 
the areas described in (1), the average daily 
delivery requirements for Saskatchewan Power Corpora- 
tion and Union Gas Company were added. Union's 
requirements were based on the average day for 
the winter period, during which, because of the 
company's underground storage, a lower delivery rate 
is maintained than in the summer. 

ys Using the peak-day requirement 
determined in (2), the total annual delivery capability 


of the line was estimated at 92 percent for that portion 
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of the load other than Saskatchewan Power Corpora- 
tion and Union Gas Company (which were considered 


to have a load factor of 100 per cent). The over- 


all TCPL load factor for all Canadian deliveries thus 
approaches O> per .cent. 

4, From the total annual capability 
of the line, as determined in (3), the Union Gas 
Company annual load (based on the winter-day delivery 
rate) and the Saskatchewan Power Corporation annual 


load were subtracted. The remaining volume equals 


the total firm and off-peak annual delivery to the 
remainder of the eastern Canadian market. From this 
volume the firm requirements were subtracted, leaving 
the gas. required on an interruptible basis to mainvain 
&@ Ye=per cent, load factor.on, this portion of the 
pipeline, (The volume of gas required to maintain 
a Je—per ceny load factor .on the pipelime. canbe 
allocated by areas inasmuch as it is determined by 
the firm load in each area.) 

These calculations are shown in Table 42. 
Columns 1 through 6 give the total firm market (by 
type. of use), for TCPL,. excluding the Unton Gas 
Company and Saskatchewan Power Corporation. (The 
assumed reouirements for Manitoba are included in 
columns 1 to 6.) In columns 7 to 14 these estimates 
of annual firm load are converted to maximum day load 
by type .0f use: In column 15 the distribution 


company use and losses are listed, estimated at 5 
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per cent of the total peak-day sales. Column 16 
lists the total maximum day load (equal to the average 
day requirements of the peal. month) for all Canadian 
TCPL market areas except Union and Saskatchewan. 
Column 17 gives the Saskatchewan require- 
ments based upon that corporation's contract with 
TCPL, and column 18 lists the Union Gas Company 
average day sales during the winter months. For 


the lapter, TCPL's daily debivery obligation to 


Union Gas Company at the winter rate has been used 
for design purposes. Column 19 adds the requirements 
of S_skatchewan and Union Gas Company to those of 
the other market areas, giving the total TCPL 
maximum day Canadian requirements. 

Columns 20 to 25 again list annual sales 
-~ column 20, sales to Saskatchewan, and column el, 
sales to Union Gas Company based upon ERC-SRI 
estimates of the market in this area less other 
sources of gas. Column 22 gives the total annual 
TCPLdelivery capability at 92-percent load factor 
for the areas excluding Union and Saskatchewan, 
plus capacity at 100-percent lct:d factor for the 
latter. In column 23 Saskatchewan and Union sales 
are subtracted from the total TCPL annual delivery 
capacity. The additional gas deliveries required 
to maintain a 92-percent load factor are then given 
in column 25 by subtracting the total firm require- 


—— ments given in column 24 from the total capacity 
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piven: ii column 230 


In Table 43 the interruptible potential 


is estimated by market area and adjustment is 


made: Tor’ deliveries to-undersround storage for the 


Consumers! Gas Company and the summer deliveries 

to Union Gas Company which are in excess of the 

deliveries calculated at winter delivery rates, 
Columns 1, 2, and 3 are the same as the 

last three columns of Table 42, and columns 4, 5, 

and © break down the additional delivery requirements 

by market area. Column / lists the summer deliveries 

to the underground storage for which Consumers! Gas 

Company has contracted with Ontario Natural Gas 


Storage and Pipelines Limited. It is assumed that 


these deliveries will reach the maximum contracted 

for by 1961-62, and that deliveries will be 

held at the Level of 7,5 billion cubic Teet. thereafter. 
Considering the large potential storage which the 
storage company will ultimately have available from 
depleted natural gas fields in southwestern Ontario, 

it can be expected that subsequent to 1961-62 addi- 
tional storage may be available to Consumers! Gas 
Company. 

Column 8 of Table 43 lists the excess 
summer deliveries to Union Gas Company. Capacity 
t0 serve Union Gas Company is provided at the 
average delivery rate for the winter months as 


provided for in the contract between TCPimeana: Unlon, 
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During the summer months delivery to underground 
storage for Union Gas Company is at a higher daily 
eave. Column 8 lists the summer deliveries which 
are in.excess of the deliverability as calculated 
trom the, pipeline capacity assigned to Union. 
Column 9 is the estimated interruptible 
gas requirements for Areas 1 and 3 (Northern and 
Central Ontario). This represents their total off- 
peak gas requirements less deliveries to storage 


LoORVOonsumers” and Union, | Column gO. 4s tohe net 


IDveripuLDL Se requirement Lor TCR tO maincain 2 
9e-percent load factor. 

Tieestimete im column 10: shoud be con- 
sidered a maximum requirement for interruptible gas. 
Three deductions from this total are possible. The 
first involves the underground storage capacity 


leased by Consumers! Gas Company. ERC-SRI took no 


credit for this storage against the maximum, day 

in the pipeline desien calculations. since the use 
intended for this gas is not known. h Creede. or 
7.5 billion cubic feet was taken asainst annual 
pipeline capacity after 1961, because it is believed 
this would be the minimum amount the pipeline 
capacity would be diminished. A credit of about 

20 million cubic feet against the peak day would 
equal the annual: credit of ~6> Dillion taken by 
ERC-SRI. It could be assumed that Consumers! will 


use the storage gas for extreme peaks; assuming a 


‘ > hous ’ 
Go SBAVTLGS SevYCRM 


o 


: = eo 
rote 3 os eel a ow ‘26R eae Aor os ive: 
| vans cid aos 
; beet re rs $04) t a m7 . uy a ok hed eine. ce synited ' bo ties "es 
| Fy ee i iat ts o Ane ity 4 
. 


i hy edi % | a ivan 
OS eT Pe er a aaa ne. a ; i if 
aietuels [ 


i sratawe’ Fao re ee 


EOs Ag wb od pia 
-— 
‘ Lae é 1, 
: _- y A £ ot F ny 
Py Rare sapmylsae ott Ee, east apy, Pa 
7 ae ai i " ne ¢ 
.! =) 
Jaxwouy € bia 1 ase eee Oe ds ae Baz 
ee ere } ¥ . Z : ' £ { 
i | | 
7 ‘. ” Ud 
{ ~ vetid 2 ue Sag donepisan ardeiad 
s¥ 
; a : 
ors »' Gat Sganmetaper BS 8ST | 
. Ee oe c “< : y . | | 
; 7 
ee aa t ; 
: wo EE Das. Saale 100 FOL. Fh 
‘ . . . nl Ok f Be 
5 f e = ¢ a nen 
i Aa oe Ennio ae, eid ktq aint 
at _ 
Coe Oi) a 
ree \ < . i oy wee i 
EE Rage i See 
é : went? 2NOM? 
rj i > 
aAue 
: 281 LO 
if } Ja § cs 
t 
r ' if at) SS EISUeE Re 
AE ws. ~ 
+P ~ 
i ’ 
. ara f 
vs . ~h 
ic rpms St 
Py ? 
Ly ' 4 
- , . 19 t4c00" 
- . ] 2 (Ts $ ‘ to rs vy. RG: 
eae! Re | 
a) 
ue 
f ae: S| pli een tie 2. 
. - - 
. 
is : inimen 24.2 
{ ’ 
(3 
{ i305; a Ut pe 
‘ P | 
f 
‘ wi 
Fe i f Sh - mit 
f 1 Ane L 
2 ne) 


ANGUS, STONEHOUSE & CO, LTD. 
TORONTO, ONTARIO 8214 


. 


deliverabilicyornies miliion cuble feet/day, this 
would use only about one-third of total capacity at 
most, Since only 22 days per year are normally colder 
than the average day of the peak month. A more 
economical use of the storage capacity would be to 
provide other peak-shaving facilities for extreme 
peaks and to use the underground storage for lower 
winter requirements, which would mean withdrawal over 
a period ‘of more thar two months) “In this case, 

TCPL pipeline capacity to serve Consumers! would 

be reduced sisnificantly, with @ consequent reduction 
in avarvapke orr=peak g@as% 

A second possible deduction from the total 
interruptible requirements given in column 10 of 
Table 43 is in connection with deliveries to Union 
Gas Company. The contract: with Union us such that 
the deliveries for the winter period would total a 
specific amount. However, no minimum daily delivery 
is required. Thus, for days of peak withdrawals 
on the pipeline, deliveries to Union Gas Company 
can be partially or completely curtailed. Pure ner, 
the price paid by Union Gas Company for the gas it 
receives from TCPL is at an off-peak rate. dig eee Ws: 
therefore subject to question that pipeline capacity 
should be provided for deliveries to Union. 1 
capacity is not provided a further substantial 
reduction in the total interruptible requirements 


would be effected. If capacity is not provided, 
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however, the deliveries to Union during off-peak 
periods would reduce the pipeline capacity for service 


vo interruptible customers in other market areas, 


This would limit the load factor at which other 
distribution companies could operate and would reduce 
Ghe Toad faceer "to as Tow as “75> per cent, The dies. 
tribution companies can probably operate at a 


higher load factor in the early years because the 


market for interruptible gas at the moted prices 
will be substantial, In later years, when inter- 
ruptible sales are limited by the potential interrupt- 
ible load available, a 75-percent load factor for 
several "Ol the “diseribution Gompanies 2s realistic, 

A third deduction from the interruptible 


requirements stems from a reduction in the firm load. 


As shown in Section VI, the cost of service or TCPL 
Will epesult “in firhn 2ncvustrial raves. waice are 
higher than those used to calculate the firm in- 
dustrial market potential Tor natural gas. ir mic 
rates reflect the cost of service which will be 
necessary before TCPL can arrange for further 


financing, then the firm industrial market would 


be reduced by 50 to 70 percent. PALS. Liv SUP 
would lower the interruptible requirements by 
11 billion cubic feet in 1962-63 and almost 40 
billion cubic feet in 1987-88. 

This would result in an interruptible 


requirement of 38 billion cubic feet in 1962-63. 
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By means of the other two deductions, 
further reduction is possible, Perhaps a realistic 
level for interruptible sales could be stated as 
twenty to thirty billion cubic feet for the same 
year. 

MR, ARMSTRONG: Now we come to the final 
section, If we can talk as quickly as good sales- 
men are supposed to, we should be able to finish 
by noon, THiS. 15 not bo Say that we can tat ac 
quickly as Trans-Canada. 

The comparisons which have been made for 
firm sales are set out for your convenience in 
Table 51, on page 191, that is, following page 189 
-- again, it is not marked, We have pointed out, 
and it will be evident from the table, there are 
substantial differences in the estimates appearing 
in this report and the estimates appearing in the 
Trans-Canada Pipe Lines! submission to this Commis- 
sion, The Commission is probably more interested 
in the differences in these estimates than in the 
estimates themselves, and therefore I would like to 
spend a little time outlining some of the reasons 
for the differences in residential and commercial 
markets, and then I am going to call on Mr. 

Clark to do the same for the industrial markets. 

If you will turn with me to page 194 

and examine the table that is set out, you will 


find some of the factors set out which go to account 
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for the difference between our estimate and that 
of Trans-Canada Pipe Line, You. will note that 
the use per customer and the saturation figures 
are  wouchnily an dine, Take, for example, base use 
saturation, There is not too much difference. 

In space heating saturation we assumed almost 49 


per cent. Trans-Canada Pipe Lines! estimate 


assumes 5e per cent. The big difference is ob- 


viously the population. If you divide our estimates 
into Trans-Canada Pipe Lines! estimates you will 

find the discrepancy .in dwelling units is larger than 
the discrepancy in the population. This is accounted 
for by the fact that we assumed a constant figure of 
3.8 persons over the forecast, whereas Exhibit 47 


assumed a decline in the number of persons per house- 


hold, We have already discussed that, This brings 
us back to population. Just looking at those two 


figures, I have made a few calculations which I 


| 
believe will put them in their proper perspective, 
Exhibit 47 showed that in 1956 there would be about 
five million people in the Trans-Canada Pipe Line 


market area. Now, the breakdown is that these 


and Quebec. We find that about 56 per cent of 
these 5 million people were in Ontario outside the 
Niagara region but within the Trans-Canada Pipe 

Line market area, If we assume that all the areas 


| 2 
people were distributed among Ontario, Manitoba 
go together, that is, Manitoba, Ontario and Quebec, 
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go more er less at the same rate, it seems 
reasonable then that implicit in this forecast of 
12.4 million that you see at the top of page 194 


is the assumption that 56.4 per cent of this figure 


will bein the Ontario market area outside Niagara, 
the marketing area of Trans-Canada, and this works 


out at just about seven million people. Let us look 


at the Niagara Peninsula. There are 1.6 million 


people in the peninsula, and if it grows in the 
way the rest of the province is expected to grow, 
by 1988 it should have about 3.1 million people 
ea tae bo We have accounted for seven million 

in the Trans-Canada Pipe Line market area outside 


the Niagara Peninsula, With 3.1 million people 


in the Niagara Peninsula, it adds up to just over 
10.1 million people in Ontario, in these two dis- 


SPrLOUS. 


Gordon Commission, we can expect a population in 
Ontario of about 10.5 million people in 1988, This 
means, of course, that implicit in this forecast is 
the assumption that there will only be between 
300,000 and 400,000 people outside the Trans-Canada 
Pipe Lines! market area outside the Niagara Penin- 
sula in Ontario. If you carried this on for another 
ten years, I think you could prove statistically that 
there would be more people in the Trans-Canada Pipe 


According to the mid-forecast of the 
Lines! market area in Ontario than there is in the 
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Province of Ontario, I believe the forecast popu- 
lation is out of line with what we can reasonably 
expect, based on the mid-forecast of the Gordon Com- 
mission, 

Now, as another check on the residential 
and commercial estimates, we have tried to fit the 
forecast of the Trans-Canada Pipe Lines' submis- 
Sion into the energy requirements and the energy 
framework which was presented just a few minutes 
ago to you. The table is given at the top of 
page 198, In effect, we have fitted in natural 
gas estimates in the Trans-Canada Pipe Lines! sub- 
mission into the total requirements of residential 
and commercial requirements of the two provinces, 
Ontario and Quebec. You will see that coal is 
declining -- we have assumed it is going to decline 
-- and wood is going to decline. The petroleum 
fuels therefore will be the residual fuel used in 
this area. Ti the Trans -Canada Pipe Lines! 
assumption is right, this would mean that there 
would be a negligible increase in the use of oil 
and that natural gas would capture almost 20 per 
cent of the market by 1963 and 50 per cent of the 
total market in all of Ontario and Quebee by 1988. 
Of course, if we are to confine this analysis 
just to the Trans-Canada Pipe Lines' market area, 
it means that there would be a considerable dis- 


placement of oil, that gas would capture 45 per cent 
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of the market by 1963 and almost 90 per cent of 
the requirements of the market area by 1988. 

This, as I say, assumes a considerable 
decline in oil sales in this area and that by 
1988 the oil sales in the Trans-Canada Pipe Lines! 
market area would be negligible, 

I am going to turn to Mr. Clark, who 
will try to make a comparison for industrial sales. 

MR. CLARK: If I may, I would like to 
discuss quickly six of the subjects concerning the 
reasonableness of the industrial estimates. ine 
first applies to the firm industrial, as to the 
data and methods used in estimating this category 
of use. The second applies to the firm industrial 
expressed as a percentage of residential sales, 

The third, total industrial as a percentage of 
total sales; and the fourth, the total gas indus- 
trial sales in relationship to total industrial 
fuel requirements; the fifth, the impact 

of the estimates on refinery operations; and the 
sixth, industrial fuel price assumptions and their 
impact on the estimates, 

First, may I direct your attention to 
page 193, the middle of the page. There is 4 
tabulation comparing the firm industrial, Exhibit 
7, with those estimates given in the study. That 
shows that in 1963 the firm industrial estimate, 


using cost of service, is only about 25 per cent 
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of the Exhibit 47 estimate, By 1987-88 it is only 
about 10 per cent. This is apparently the greatest 
area of difference in the estimates, 

Turning now to page 195, at the bottom of 
the page, we see that for the first few years of 
pipe line operation the difference appears to stem | 


primarily from the prices of competitive fuels. 


estimates, some of the data were made available in 


the ‘hearings of the Alberta Oil and Gas Conser- 


While Exhibit 47 does not give the basis for the 


vation Board, and these would indicate that the 
prices of industrial fuel as determined by the 


Commonwealth Services survey were substantially 


higher than those determined by the ERC-SRI survey 


of industrial consumers, Commonwealth Services 
estimated that all industrial fuel use above 76 
i 


cents per Mecf ‘equivalent would be potentially 


that approximately half of the potential would be 


light fuel oil and approximately half heavy fuel 


| 

| 

| 

ecapturable by firm industrial gas. They Te Le 

| 

| 

| OL Their survey indicated that the prices for 

light fuel oil in Montreal ranged from about 90 
cents to $1.77 per Mcf of natural gas equivalent. 

In contrast, the data from the ERC-SRI survey 

indicated that virtually no heavy fuel oil was con- 

sumed at a price above 76 cents per Mcf and that 


less than 40 per cent of the light fuel oil was 


priced above 90 cents. 
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Further, the price at which natural gas 
is being offered for industrial use varies with 
the magnitude of the load. Much of the heavy 
fuel o11 and light fuel oil consumption at the 
higher prices is by industrial establishments with 
a small fuel consumption; the rates at which natural 
gas is being offered to these small consumers are 
in many cases above $1 per Mcf 2quivalent. There 
is, however, only a small percentage of the indus- 
trial fuel consumption at prices above $1 per Mcf 
equivalent, The only fuel used at this price 
is light fuel oil, and only a small percentage of 
this fuel is consumed above this price. Adee Fook 
consistent with the fact that furnace oil for resi- 
dential use has been priced at a maximum of $1,17 
per Mcf aeons for the first half of 1957. which 
should be a ceiling for industrial fuel use. 

The ERC-SRI analysis indicates that 
except in Northern Ontario the displacement of a 
portion of the M.0.B, consumption accounts for 
virtually all of the potential market for natural 
gas. 

I might add that the M.0.B, (middle of 
the barrel) refers not only to furnace oil but 
to kerosene and the other like products which 
are used for industry. 

Much of the M.O.B. market probably will 


not be displaced because a portion of the consumption 
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is at prices below the firm industrial price for 
natural gas, and an additional portion is by 
establishments with such a low annual use that 
the natural gas rates will be substantially above 
Dic DPace pa.d for i .0 Bs 


lie projections of firm industria gaa 


potential prepared by ERC-SRI are made within the 


framework of total industrial fuel requirements 

by type of fuel. The projections of the firm 

industrial natural gas market shown in Exhibit 47 
| were based upon the experience of the industrial 


establishments surveyed; the average rate of 


growth of their fuel consumption over the past 


five years was extrapolated for the projection 
peniod, So far as can be ascertained, no .effort 


was made to determine over-all industrial fuel 


consumption in each market area, nor were pro- 
jections made of this total based upon the probable 
growth of manufacturing activity. 

Due to the rapid growth of fuel consumption 
between 1953 and 1957, an extrapolation of this 
situation could lead to a serious over-statement 
of the potential market in a very few years. 

Te TL way, sir, 1 would like® to dimect 
your attention now to page 212, which is in the 
Appendix, to discuss the second subject, the firm 


industrial expressed as a percentage of residential 


sales. 
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Firm Industrial Market: According 


to the unpublished statistics of the American Gas 
Association for 1956, firm industrial sales were 
22 per cent of residential and commercial gas sales 
in New England, 51 per cent of residential and com- 
mercial sales in the East, and 34 per cent in the 


Middle West. 


| The tabulation in the middle of page 


ele applies to the companies which have been 


considered and the data provided in table 52. For 


| these companies the highest ratio was 47 per cent, 
the average for all companies is 22 per cent. Only 
one is less than 10, and three more than 30. These 


are in general agreement with those stated above for 


broad regions except for the East. In thie (20 


industrial sales; as a result, firm industrial 
sales are inordinately high in these States. Thus, 
for areas served by long distance pipe lines, firm 
industrial at a per cent of residential sales can 
be expected to fall in the range of 20 to 40 per 
cent. 

On the "case of service basis, Une 
estimates in this study of firm industrial are 
20 to 40 per cent of residential sales for the 
estimates in Exhibit 47. Firm industrial is about 
100 per cent. That is equal in size to the 


residential sales. This is far above any experience 


cited, 


State area, several States do not permit interruptible 
On the third point, total industrial 
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as a percentage of residential, total industrial 
Sales aS a percentage of total gas sales in 1956 
were 20 per cent in New England and 36 per cent 
in the Middle Atlantic States. The tabulation 
above also shows that total industrial sales as 
a percentage of total gas sales varied between 
13 and 68 per cent, with an average of 29 per 


cent. For areas served by long-distance pipelines, 


a range of 20 to 40 per cent can be expected. 
In the case of service basis, the 
estimate of this study of total industrial sales 
is 55 per cent of total sales. The estimates 
given in Exhibit 47 show two thirds of the sales 
are industrial This is well above expectations for 


areas served by long distance pipe lines. 


If industrial gas sales are con- 


| 

sidered as a percentage of the total industrial 

fuel requirements (excluding coke and fuel import 

to thermal electric plants), United States 

experience in 1954 was 6 per cent in New England, 

9 per cent in the Middle Atlantic States, and 22 

per cent in the East North Central States. (Experience 
in 1954, based upon data in Gas Facts, American Gas 
Association; Consumption of Fuel for Production of 
Federal Power Commission; 


Electric Energy, 1954, 


and Fuels and Electric Energy Consumed, Bulletin 


neces CR A A 


MC-208, 1954 Census of Manufactures, U.S. Department 


of Commerce, Bureau of the Census.) In contrast, 
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gas serves 66 per cent of the industrial market 

in California and probably 90 per cent in Texas. 
This demonstrates that the farther the market area 
is from the source of gas, the less competitive gas 
becomes in the industrial fuel market. 

Now I would like to direct your 
attention to page 197, first as to interruptible 
sales: The smaller volume of gas available for 
interruptible sales obtained in this study is 
mainly the result of the smaller firm load forecast 
in this study. The methods we have explained before 
are somewhat different but yield approximately the 
same results. 

Following is a discussion of the impact 
of natural gas for industrial use on all forms of 
fuel. Page 198 the natural gas industrial sales 
for Ontario and Quebec given in Exhibit 47 are 
approximately 131 billion cubic feet for 1962 and 
1963; 665 billion cubic feet in 1987 and 1988. 

We presented on the bottom of page 198 a tabulation 
showing the pattern of industrial fuel consumption, 
using these estimates of natural gas industrial 
consumption and the estimates prepared for this 
study of total industrial fuel requirements. 

With these estimates, gas would 
capture 28 per cent of the industrial fuel re- 


quirements after only five years of natural gas 


—— operation, and almost 60 per cent by 1988. More- 
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over, if these eStimates of industrial gas sales 
are compared with industrial fuel requirements in 
the TCPL market areas, gas would capture 40 per 
cent of these requirements in 1963 and 84 per 
cent in 1988. The position of natural gas in 
this market would be a far larger share than gas 
has caputred in any comparable market area where 
it is presently in use. 

As to the impact on refinery operations, 
there is a tabulation in the middle of page 199, 
the estimates of refinery crude runs in Ontario and 
Quebec using both the estimates of this study of 
gas demand and those of Exhibit 47. Using the 
Exhibit 47 estimate of natural gas demand in the 
energy framework of section 8 of this study, the 
figures on yields of heavy fuel o1i1 would be 
reduced to approximately 15 per cent; the average 
yield of the refineries in the two provinces com- 
bined is presently 20 per cent. Reduction to 154 
would be required for 1960-1961, and would probably 
require a significant change in refinery equipment 
in Quebec. The total impact of the Exhibits 47 
estimates of natural gas demand on refinery crude 
runs would be a reduction in Ontario of 60,000 
barrels per day in 1962 and 1963 as compared with 
crude runs, if there were no increase in natural 
gas consumption; the reduction in Quebec would be 


30,000 barrels per day for the same year. By 1987- 
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88 the reduction amounts to 350,000 barrels per day 
in Ontario, and 150,000 barrels per day in Quebec. 


Turning now to page 181 the last 
study I would like to discuss is the price con- 
sideration on industrial fuel. 
The estimates of industrial potential 
for natural gas are based upon the prices of coal 
and petroleum as they existed in 1957 and on the 
price of natural gas taken from current published rates 
of the distribution companies. It is assumed, in 
other words, that the relationship between the present 
price for natural gas and the prices of coal and 
petroleum products will remain constant over the 
next 30 years. Tre impact of TCPE’s cost of 
service on the industrial gas potential was dis- 
cussed above. There are, however, other influences 
which may also affect the assumed price relationship. 
Data presented in Section VI demonstrated 
that there is no single delivered price for industrial 
fuel in an area. In 1957 the posted price for 
HFO in Toronto was 60 cents per Mcf equivalent. 
The price actually paid by industrial establish- 
ments varied, however, from 55 to 80 cents per 
Mcef equivalent. Specific location within an 
area and magnitude of use are the primary factors 
which create this significant variation around 
the quoted price. Another interesting observation 


is that coal prices are generally in the low range 
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of the over-all scale of industrial prices; 

Turning now to page 185 heavy fuel 
oil is in the intermediate range and light petroleum 
products for industrial use are in the high range 
of the scale. These three ranges overlap, but 
the bulk of the coal is used at a price below the 
lowest price for heavy fuel o11, and the bulk of 
the heavy fuel oil is consumed at a price below 
the lowest price of M.0.B. When an increase in 
the’ price of one fuel occurs while the price of 
the others remains constant, that fuel will tend 
to lose a portion of its market. Obviously, 
however, a very major increase in the price of coal ~ 
would be required before all consumers of coal would 
convert to heavy fuel oil. Thus, if the price 
relationships among these fuels shift in the future, 
each fuel will tend to lose or gain position in 
the market but, unless drastic shifts oceur, will 
neither lose out completely nor serve the entire 
market. 

The price of sfuel in one areca Is 
related to the price of fuel in another aula For 
example, the price of heavy fuel oil in Toronto 
and Montreal is dictated by the price in Venezuela 
plus freight and tariff to Toronto and Montreal. 

THE CHAIRMAN: I think you can skip 
this paragraph. 


MR. CLARK: ALL rien. 
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THE CHAIRMAN: We have had considerable 
testimony on this point. 

MR. CLARK: I wish I had heard it 
Sirs If I might begin on the next paragraph? 

THE CHAIRMAN; cure, 

MR. CLARK: I just want to mention 


that from the above paragraph the price has dropped 


in 1958 for heavy fuel oil to about 46 cents per 
Mef equivalent, and that there may be further re- 
ductions, particularly in Ontario, perhaps of 

6 cents per Mcf equivalent; drop due to the St. 
Lawrence Seaway. 

The production of heavy fuel oil is re- 
latively inflexible depending upon refinery through- 
put; the nature of the crude, and the refinery 
equipment utilized. If the price of tuel drops 
too low as compared with the price for other 
petroleum products, the refiner can install 
equipment which will reduce the fuel oil yield. 
Estimates furnished by major refiners in eastern 
Canada indicate that the price of fuel oil would 
be allowed to drop approximately 15 cents per 
Mef equivalent from 1957 prices before equipment 
would be installed to reduce fuel oil yields. 

This is based on the price of fuel 
oil compared with the price of crude oil and the 


price of other products for that year, even on 


a the basis of the reduced price in 1958 since 
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prices for crude, and other products are also de- 
pressed to the same extent. It is estimated that 
further reduction perhaps 10 to 12 cents per Mcf 
equivalent would be made before alternate disposing 
means would be utilized. It is therefore quite 
possible the refiners in Ontario and Quebec would 
reduce the price of fuel oil as required in order 
to prevent natural gas from capturing much of the 
heavy fuel oil market. 

In summary, the orice of natural gas 
for firm industrial use is expected to increase 
substantially due to the cost of service of TCPL. 
The price of heavy fuel oil has dropped substantially 
fromwwhan which. existed in 2957. The price of 
heavy fuel oil.in Ontario is expected to drop 
again because the completion of the St. Lawrence 
Seaway will give more nearly comparable prices in 
Ontario and Quebec. The price of heavy fuel oi1 
can be depressed still further before refiners 
will dispose of the heavy ends by alternative means. 
The possibility that. the price of natural gas for 
industrial use will increase in Ontario and Quebec, 
due to cost of service, does not mean that the 
prices of competitive fuels will also increase 
commensurately. As mentioned above, the prices 
of fuel oil and coal are dictated by prices of 


these fuels at the source (of the fuel imported) 


—_____ and the cost of transportation. In Ontario and 
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Quebec, therefore, the prices of other fuels could 
drop due to external influences, while the price 
for natural gas could increase. 

It therefore appears that gas may well 
be less competitive in price than has been assumed 
in this: study for firm industrial use, using either 
of the basis of this study. So far as can be 
determined, the estimates given in Exhibit 47 do 
not consider the possibility that the price of 
competitive fuels may be depressed by competition 
from other fuels. 

MR. MacKIMMIE: That, Mr. Chairman 
closes the direct presentation of this report of 
Alberta and Southern. 

THE CHAIRMAN: Thank you very much 
Mr, MacKimmie. I think that having regard to the 
time Mr. Pattillo, there is not much point is there 
in carrying on before lunch? 

Me, PATEEREO: No Mr. Chairman, but 
I think that I would like to say something before 
lunch so that you and the Commissioners may have 
an opportunity to think it over during the lunch 
hour and advise me if you disagree with me, because 
it will effect the whole examination that I propose 
to make this afternoon. 

With great respect, this evidence that 
has been submitted to-day seems to me to go beyond 


the purview of the Commission enquiry. As I 
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understand it, the Commission is directed to recommend 
to the Government the principles that should be applied 
in the determination of whether or not there should 

be export of natural gas from this country, but they 
are not directed, as Ll understand it, to say having 
found what principles should be applied, how in 

fact the principles should be applied. in other 
words, it seems to me that this evidence may be 

most important evidence, assuming that the Commission 
did recommend that a Energy Board be created, and 

that an Energy Board apply certain principles in 
determining whether export of gas should be permitted. 
This evidence might be most important for such a 

Board in determining the application of the principles. 
I feel, subject to your ruling, that this Commission 
is not going to recommend that any one company be 
prohibited from exporting gas, or be permitted to 
export gas, and I don't think that this Commission 

is going to find, at least I would submit today 

as Counsel that this Commission should not find 
quantitatively how much gas is required for 

Canadian consumption. I think that is a matter 

for a subsequent tribunal of some sort, or 

Government Department, or whatever body is to 

deal with the matter. Now, if I am right in 

that, then I propose to direct my questioning along 
the lines that T understand it should be and spend 


very little time testing the accuracy of these 
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figures. 
MR, MacKIMMIE: May I speak to that 
matter, Mr, Chairman? 
MR. CHAIRMAN: Certainly, 
u 


MR. MacKIMMIE: Mr. hairman, I am not 


a) 


sure I thoroughly understand my friend's comments, 
but I would like to make this perfeéetly clear sir: 
The last thing in the world that my client wants 
is to use this Commission to pass on any application 
before any administrative tribunal in this country. 
In this particular instance sir a market study was 
presented before the Commission in January or 
February, at that time. This was designed on the 
same matter because of the policy statement we 
made to this Commission. I regret very much 

Mr. Chairman that Mr. Pattillo did not advise me 
of his views when this report was filed because 
the last thing in the world we want to be ina 
position is the position that my friend suggests, 
and certainly whatever ruling may be made we 
entirely accept the same, but I would much prefer 
to have known if there was an objection to the 
form of this report when it was filed with the 
Commission sir, and indeed I may say had it been 
then made known to us, it would not have been 
presented, I feel very badly sir to think I have 
misled you or any member of this Commission by 


presenting this report. 
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THE CHAIRMAN: Oh; I don' think 
liv babu. LO meant? tna, 

MR, PATTILLO: I did not mean that 
at all. 

THE CHAIRMAN: I did not understand 
that to be the sense of his remarks Mr. MacKimmie. 

MR. PATTILLO: No. 


THE CHAIRMAN: I would take some 


responsibility as Chairman of the Commission on this 


score, because when I was first approached by some- 


would be willing, and it would be helpful to the 
Commission to have a report of this nature, my 
answer was in the affirmative. 


BA, PAE LILO: I want to make it clear 


body acting on your behalf and asked if the Commission 
| 
| 
| 


Loam Hot Criti¢ising the report at. ale, lean samply 
Saving tiat © think that for the purpose of this 
Commission that my examination should be directed 
a certain way and I would like to get approval or 
disapproval on that by the Commission. 

MR, MacKIMMIE: Quite obviously I 
misunderstood Mr. Pattillo, Mr. Chairman, but I 
certainly did want to make that point clear. 


THE CHAIRMAN: Let me put it to you 


information in this report would be of great assistance 
to the Alberta Gas and Oil Conservation Board, and 


| 

| 

another way: I would think that a great deal of the 
also as Mr. Pattillo suggests to any regulatory 
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authority that might be established, and in that 
connection I would think that you have done a very 
mangnificent service. 

MR. MacKIMMIE: Thank you sir. 

THE CHAIRMAN: The Commission will 
discuss this matter. You do not wish a ruling 
before we adjourn, Mr. Pattillo? 

WR. PATTILLOs No. 

THE CHAIRMAN: I do mot think it will 
be very difficult to reach a decision. 

MR. FRAWLEY: Mr. Chairman, so that 
the Commission might be helped in planning its 
afternoon, I wish to say I associate myself with 
what Mr. Pattillo said and any questioning of 
Mr, MacKimmie's clients that I would have would be 
almost entirely for the purpose of clarifying three 
or Four points. 

THE CHAIRMAN: Thank you very much 
Mr. Frawley. We will now adjourn gentlemen and 
meet again in this Council Chamber at 2.15 this 
aftternoon. 


--- Whereupon the proceedings adjourned at LOruOL Om. 
to be resumed at 2.15 p.m. 
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=---On resuming at 2.15 p.m. 


THE CHAIRMAN: Mr. MacKimmie, and Mr, 
Pattillo, in answer to your question that was 
raised, let us make it clear that the responsibility 
of this Commission in this field is to make a 
recommendation to the Government of Canada with 
respect to a national policy in regard to the 
export of sources of energy from Canada and included 
in that, of course, is natural eas. The juris- 
diction of the Government of Canada comes on the 
final export permit: the primary jurisdiction is 
the provincial jurisdiction. In February we were 
very conscious as a Commission of having reached 
Calgary and having our hearings there at a time 
when there were competing applications for export 
permits from the Province of Alberta which must first 
issue a permit, and we were desirous of not getting 
ourselves in a position where we were, shall I say, 
the meat in the sandwich between competing applicants 
for the export of natural gas. The Government of 
Alberta made it very clear in their submissions to 
us that in granting any permit they wovld take into 
account the claim of Canadians to be serviced by 
whatever source of energy was involved. We had 
before us, and indeed we were very surprised and 
I know perfectly well that the officials of Trans- 


Canada are aware of this, the estimate of their 
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Canadian sales made on their behalf by Commonwealth 
Services. It came as a shock, we knew nothing 
about it. In that sense I am not suggesting they 
were exaggerated and wrong in any way but they 

were so much greater than any public notice had ever 
been given of these sales that we were surprised, 
Subsequently, because I feel in fairness to Alberta 
and Southern and Mr. MacKimmie, you and your clients, 
thaw iishould say this I was asked if it would 
assist the Commission in any way if we were provided 
with a study which they proposed to have made by, 

at that time, Sanford Research Institute, iseid, 
as has been the policy of the Commission, that if 
anybody wishes to submit information to the Commissio 
on matters within its terms of reference we would 
be very happy to have that information and I so 
informed Mr, MacKimmie's clients. 

Now, subsequent to that, and I suppose 
possibly it is the fault of myself as Chairman, and 
the Commission as a whole, my idea had been that 
it would be submitted in writing and that was it 
because the Commission is very conscious that they 
are not going to get into any dispute between Trans- 
Canada and Alberta and Southern. We are well aware 
of Trans-Canada's position before the Alberta Gas 
and Petron Conservation Board. However, this 
got onto our agenda as something to come publicly 


before us and that is why we have been hearing it 
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this morning. 

I would say to Alberta and Southern that 
we are very happy to have had it. We do not wish 
to go, as a Commission, into all the detail that is 
Li tie Trepory. buy Une report; sin my opinion, Gis 4 
very substantial contribution to the library of in- 
formation which the Commission has been building up 
in its hearings, I do not want Mr, MacKimmie or 
his clients to feel that there was anything wrong in 
submitting this brief because I think the Commission 
feels it is perfectly in order. 

On the other hand, I do not wish Trans- 
Canada to feel that they have to reply and I hope 
that both parties will understand the Commission's 
position in the matter. We are not the ones to 
recommend the issuance of an export permit for any 
particular applicant for the export of an energy 
resource from Canada. I think if counsel would 
confine his questioning to matters that might be 
on general principles rather than details of the 
principles it would be more in keeping with the 
wishes of the Commission. 

MR. PATTILLO: Thank vou, Mr. Chalrman, 

MR. McNEILL: Mr. Chairman, if I might 
say a word? 

THE CHAIRMAN: Yes, certainly. 

MR. McNEILL: Mr. Chairman, I appreciate 


the problem that has confronted the Commission and 
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it, quite frankly, is something that has confronted 
us at Trans-Canada, We were advised that we should 


have an opportunity to cross-examine on this report, 


At the same time, we have genuinely throughout our 
appearances at these hearings and I think everyone 
else hadthe same end in view, that this is not a 
contest. Accordingly, I was very much in a dilewn 
as to what extent I might make my cross-examination 
on this report. You have taken me off that dilemma 


and accordingly, we will not wish to make any cross- 


examination, We will reserve our cross-examination 
in its entirety for such tribunal as may be the proper 


tribunal to settle this contest between Alberta and 


Southern. 

At the same time, in view of the fact that 
this submission is on file with this Commission and 
has had already tremendous press and radio coverage, 
Tiwould like at this time to record that in not 
examining at this time Trans-Canada does not admit 
the validity of any portion of this report and we will 
cross-examine vigorously on it and rebut it, as I said, 
at. the proper time and’ place, 

IT have one further request to make in 


connection with the material, the report that is 


now being filed. When we go on in the morning 
with various other matters that we were slated to 
appear before your Commission on, we would like to 


enter one short exhibit without espousing it other 
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than describing it simply to put ourselves in the 
position of at least to that extent completing this 
Commission's records. 

THE CHAIRMAN: That. Ls perfecvivuatl iiany, 

MR. McNEILL: Thank you very much, 

THE CHAIRMAN: Thank you for your co- 
operation. 

MR, PATTILLO: Mr. Chairman, I would like 
CO contribute these few words: Levoldrtier. 
MacKimmie that the reason I made this statement that 
I did this morning was to make it clear on the record 
why my examination, if the Commission agreed with me, 
would be limited to the matters that I propose to 
eover, I. had no cripieien othe reporti. Ledidg. 
not criticize the report of Trans-Canada when it 
WAS Made in Pebruary and I do noe propose vo criticize 
this report because I consider that is a function of 
another tribunal, something like the Federal Power 
Commission, 

THE CHAIRMAN: I would think any two 
firms who wrote two different economic feasibility 
studies would be like two lawyers. They seldom 
would agree. 

MR. PATTILLO: They could not earn their 
fee if they did. Mr. MacKimmie, I will address my 
questions to you and you can determine, or among you 


you can determine how the answers are to be given, 
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MR. MacKIMMIE;: If you would direct them 
GoeMy. [Claris 


Mie PATTI EOS Very well, thank you, 
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Mie FH eed O's Mr, Clark, would you 
agree witn me that there is a margin of error in 
making one of these surveys into the future? 

MR. CLARK: There As a mare insof “error 
in making any estimate. 

MR. PATTIELO: I understood this morning 
that you had made 18 of these surveys. 

Mi. CUARK: Spar rs OL Guile corrects. sim 
Ge Weare) >), 

MR PARLE Well, from your experience 
what have you found the margin of error to be? 

MR, CLARK: Well, there is a fairly wide 
range in’the margin of error, but in many studies we 
have been well within 10 per cent. However, for 
any particular year there 1s nO Invention. thar we 
be pretisely on target; OUP IProJecuLons are normally 
based upon long-ranzse trends and don't take into 
aceount the cyclic effect of une econony. 

MR. PATTILLO: Would you just give me 
the range? 

MR, CLARK: I woulda imagine 1O percent 
to 20 percent margin of error. 

MR. PATTILLO: You have never been more 
than 2O percent out? 

MR. CLARK: Well, to tell you the truth, 
I can't actually answer that accurately, because I 


have never checked it. It is safer not to check. 


—— MR, PATTILLO: You put it on the same 
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principle of let your past mistakes lie down. 
NOW) GilyL COnLeCusii) Guilkine Uneu, Lise Of all, 
in your studies on this subject you have looked at 
Tue. areas in Which sas is coine’ to be distribuced? 
MR. CLARK: Yes, Sia. 
Mie OPAL iGhO's Now, in looking at these - 


areas, Mave you JTooned atrali” or the distriburine 


companies? 
| MR. CLARK: What do you mean by "looking 


a0 


MR. PATTILLO: In looking at the areas 


in which gas is going to be distributed by Trans- 


Canada, have you made a study of all the distribut- 
ing companies, because Lakeland and some other 


companies are not in this picture? 


| 
| MR, CLARK: Wéey as-2 said, -f veliteve, )this 
morning, in Area No. 5 the consumers! area was 
primarily Consumers! Gas Company. 
MA, CARP LOLUs I know that Mr. Jones will 
tell you that that is. entirely Conéumers Gas 


Company, but Lakeland and a couple of others don't 


agree, 


market area he gat as the area that Lakeland is going 
tO Serve as concerned, 

MR. PATTILLO: Now, on the matter of 
population, you have explained to us in one of these 


MR. CLARK: Lakeland is included im our 
exhibits the differentials between you and Trans-Canad 
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on the gross figures. DIVO Gnecke es. co che 
Trans-Canada figures and the source of them? 

May CLARK: “I don’: think I understand 
the question, Check in what way? 

Mig PAPE LRLO: Well, Trans-Canada come 
up Wan ay pro jected ‘population figure. 

MR, CLARK: Ves Moat. 

MAY PAE LLLOs You people come up with 
quite a different population ficure, Did you make 
any check as to the basis Tor therm population figure, 
Commonwealth Services? 

MR. CLARK: There was no data supplied 
in-our submission to make that possible. 

MRS PAPC: Anadsyou didn't go cto then 


and say to Commonwealth, "Where did you get that 


figure?" 

MRT CLARK: ‘We ‘cid nov, 

Mail PATIL TLEOs Then we come to the matter 
or homes. You have used the straight average of 
Boy 


MR, CLARK: esters i: 

MAY PAPEL They have used a varying 
average from 3.9 down, 

MR. CLARK: Ves 

MR. PATTIEGO: What check did you make 
asttoche Hasis Cor tae ].9- down? 

MR. CLARK: I believe ut 1s said in vheixr 


Exhibit 47 that they are assuming a continual downward 
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trend in the persons per dwelling unit consistent 
with the past trend. 

Mio ben Geta Did you make any check as 
to the number of personnel living in a home in the 
Province cl yquebecvand in’ the Province ‘of Ontario 
at the end of the War as compared with today? 

MR. CLARK: Yes, sir, we lowked at 
the trend, 

MR: PATTIGLO: Was the trend downward? 

MR. CLARK: Yes, it was. 


Mie Plt etOls Now, why would you take 


@ straight dine trend, then, rather than a bearing 
downwards trend? 
MR. CLARK: Well, in.the firs: place, 


the trend appears to be levelling out, and, in the 


second place, we have read in several sources from 
published material by the Dominion Bureau of 
Statistics and the Bureau of Census dn the United 
States that, while these trends have existed in the 
past, the factsthat go, into alfecting these trends 
in the future are such that a ievel of trend is 


apparent for the future. Er you like, fb can read 


the source to you. 

MR. PATTILLO: No. But do. you azree 
with me that the trend is based on the number of 
housing starts in any - - 

MR. CLARK: That is just one of the 
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MR. PATTILLO: In making your calculation 
you should take constant trend. Did you take 
into consideration the difference in the trend of 
housing starts in the year 1957 with the year 1958? 

MR, CLARK: No, we did not. 

Mis. “PATTI EGLO: Now, we come to industries, 
As I understand what you said this morning regarding 
industries, you have assumed the same price differential 
DECWESN “CONPETITLVE Luels: is thec correct? 

MR, CLARK: The same price, relavionsnip? 

MR) PATTIE: Yes. 

MR. CLARKS Ves). Sirk 

MR. PATPIGLO: Did you take tao considera- 
tion the possibility that there was no market for 
western Canadian oil but there would be for western 
Canadian gas? 

MR. CLARK: We were not concerned with 
the source of enersy, we were concerned only with 
the total market and the share that each fuel might 
serve om the basis of competative price, Supply was 
not a consideration, 

MR, PAT?PILLO: Would you agree wich me 
that af you Nave a4 producermiimo ts Doth yim Tae i ocar 
business and. in the ¢as business and he has to nave 
regard for what market is available and what Len hie 
that is a factor that must be taken into consideration? 


MR. CLARK: I am sorry, I didn't understand 


VOU AAU. Would you mind rephrasing it? 
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Me, LAr SL walt Gust, pub Lt like 
Pig leu) ak ei. Mev acre primarily Ti the Oil business. 
wien whey were lookin for os) they Tound, a Lov of eas; 
Trey say wav 1. they could nave a markeu For vas 1 
would also help the oil situation immeasurably. So 
i am sugeestine to you that if there is at present 
and in the foreseeable future not a complete market 


Tor Canadian oi], perhaps the producer would be 


interested in promoting the gas market. Did you take 
that into consideration? 


MR. CLARK: NOs eS daen we roan ain, 


MR, PATTILGO: Nexo wks come to: tie 


GUESTLOM Of price. Did you take into consideration 
the fact that in Canada the producer of oil and the 
producer of gas is, largely speaking, the same person, 
when you were talking about the relation of price? 

. MR. CLARK: Well, that Was apparent, yes; 

Spe it is apparent that they were the same 

companies, 

MB. PATTY TDEOs im your reflection ofthe 
market and what might happen, did you have regard for 
the fact that the producer 28 interesved in ancome 
and if he couldn't make it in the oil perhaps he had 
better push it up from the gas? 
supposition if he eoulda'y make 10 en che oll” 

Tl fail to. gee that he cannou mare 10 on the ici 


MR. CLARK: Well, it. would be a very fine 
however, 
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Mine oP Ai bios Puma GCOVSSS ALG). OO DUG 
some of them say they haven't, and that is why they 
want to build a pipeline to Montreal. 

MR. COMMISSIONER HOWLAND: Mi Pain ban Os 
don't understand, Would you clarify what the back- 
ground of this question is? 

MR. -PATTILLO : What I have in mind, Mr. 
Commissioner, is this, that if you have so many oil 
fields and you are cut back to, say, 50 percent. of 
your mpr, and you had so many gas capped fields that 
are not producing at all, if you were an integrated 
company you keep your price relationship of oi] and 
and gas in juxtaposition so that you may sell gas. 

MR, COMMISSIONER HOWLAND: You are saying 
here that. the assumption could be, that the contract 
price of Trans-Canada could be lower than it is now, 
in this questioning. Theré 18 a, contract price, as 
I understand it, witn Trans-Canada. 

MR. PATTILLO: Trans-Canada needs more 
gas, as I understand it, than they have under contract. 

MR. °«< COMMISSIONER HOWLAND: And you are 
saying if the future. contracts “are: Tower priced, would 
bnis aifect this study; is that correct? 

MR. UPATRIELO: No, there is a statement in 
the submission that the price eof fuel oll may be reduced 
in the future and may cut a substantial part of the eas 
market, 


MR, COMMISSIONER HOWLAND: TVS eon Wei Le 
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that clarifies it, The assumption is a change in 
Cem Ome LOL soi. | 

MR, CLARK: The price of delivery of 
crude ‘oil is not primarily to serve the residual 
market $3 that is a by-product, and no matter what 
VOUMere 2 Gine (Olde “ab "une “end “or Tc, "you are zoing 
to serve the fuel ofl market; 

MR, PATTILLOs 8 Tnexre as a good deal of 
Tue) ols Thal is comine 2anco Canada today that is 
being exported, 

MR. CLARK: IL think we may be a little 
more Sxplicie ance say eto) per cence. 

THE CHAIRMAN: What dollar figure would 
10 per cent be? 

MR, CLARK: i would have to calculate iv’. 
As near as I can make out, it is around 6,000 or 
7,000 barrels per day,$18,000 a day, and if you 
care to run that out, about $5 million, I believe, 


for Ontario and Quebec. 
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MR. gPATTILLO: That is about 200,000 
barrels a year? 

MR, CLARK: Yes, 200,000 barrels a year, 

MR. PATTILLO: Now, then, if you were 
advising the Canadian Government, would you not agree 
that if you could work out a system for the use of 
gas and oil that you could save the importation of 
those 200,000 barrels a day, it would be in the 
interests of the Canadian economy? 

MR, CLARK: I.do not think I am competent 
to answer that question, sir. 

MR, PATTILLO: Have you. somebody there 
that would? 

MR, ARMSTRONG: I would like to try to 
answer that, sir. If I may try to anticipate what 
is behind your question, we could --- 

MR, BART LEO: Not anticipate -- just 
guess, 

MR. ARMSTRONG: If we could drop an 
iron curtain between the United States and Canada, 
we could make all our products go east and west 
and not north and south, 

MRieae ATRL: Yes. 

MR. ARMSTRONG: It is true that if we 
took measures to develop the western market for 
gas and oil we could save dollars, but if this is 
done by blocking east-west trade, this is not 


necessarily going to save dollars over-all, because 
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we can block ‘out American coal from coming into 
Canada, and, looking at it from the point of view 
of the continent, that may be a desirable rela- 
tionship, and we will make those dollars by selling 
oil or gas some place in the United States. 

MA, (PATPILEO: Me, Armstrong, ‘you are 
younger than I, you come from the West and I come 
from the Maritimes, but I have heard a good deal 
about this east and west flow in the interests of 
the national economy. Do you agree as an econo- 
misy that the CVE .Rs woulLcdmoet even ber oul b today 
if you worked on the principle you have just 
enunciated? 

MR, ARMSTRONG: It had a certain amount 
of government assistance too. 

MR, PATTILLO: You have not answered 
my question, Mr, Armstrong, On the principle you 
have just enunciated, the C.P.R. would not be built 
today? 

MR, ARMSTRONG: THaCeas Leu. 

MR, PATTILLO: Now let us get back to 
this price business again, Mr. Armstrong, or Mr. 
Clark rather, What I want to get at is this. 
When you were making this study and coming to the 
conclusions you did, did you take into considera- 
tion the fact that the producers of both o1i1 and 
gas were the same person and that therefore they 


in relation to their own interests could determine 
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the respective prices at which they would be prepared 
to sell their products? 

MR, CLARK: I am not at all sure that 
they are the same person in Eastern Canada. They 
are to some extent, I am sure, but I am not sure it 
is entirely true. I am not sure that those who 
control Western Canada control the entire operation. 

MA FPATPILLO: Well.) let us.co back to 
this, I am not talking about the refiners, Let 
us go back and put it on a hypothetical basis, 
Assuming that the producer in Western Canada is 
interested in both oil and gas and that in his own 
interests he has the ability to control the relation- 
ship of the price of both, has your report taken 
that into consideration? 

MR, CLARK: I think you are asking me 
if I am taking into consideration a hypothetical 
question and not a factual thing at all. It seems 
to me, if I may continue for just a moment, that we 
faced the same problem before, and the fact that 
the difference in transportation costs between 
gas and oil is so great that the potential revenue 
from oil in Alberta is far greater than it is from 
gas. So I cannot really say that, even if they 
control both, they would work against oil, particu- 
larly for a fuel that is a residual product. 


MR PALTILLO: Perhaps I have the same 


a personal view but I know there are other people in 
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the room that do not agree with me, Now let us 

go back again, Have you, and having regard to the 
future market of gas in Central Ontario and Quebec, 
taken into consideration that the producer of gas 
and the producer of o1i1 is in large measure the 
same person? I will call to your attention par- 
ticularly B-A Oil and Shell O11, who have large 
deposits of gas up there and both of whom have been 
before us advocating that it is in the interests of 
the economy to get on with the production of gas. 

MR. CLARK: Well, we have not really 
considered it, 21 am afraid, sir, 

MR. PATTILLO: Thank you. Now let me 
come to the United States markets that you have used 
for the basis of comparison and analogy. Would 
you. agree with me that the United States markets 
that have begun the use of natural gas since the 
end of the last war have been increasing at an 
ineredible rave? 

MR, CLARK: The distribution companies 
using gas? 

MR, PATTIUEO: I am thinking particularly 
of the Seattle Distribution Company, Portland Dis- 
tribution Company, Northern Gas, all the gas that 
has been distributed in the mid-west and in the 
far west, and the terrific rate of development, in- 
cluding Pacific Gas and Electric. 


MR, CLARK: They have been increasing at 
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a very rapid rate. I believe that is considered 
Loy Tapes he. 

MR, PATTILLO: You. have used that rate? 

MR. CLARK: The rate for northern areas, 
Veo. Sure 

Mig PAPE IOLO: In looking at the Canadian 
gas? 

MR. CLARK: Yes, oir, 

MR PARE OGGO Have you had any regard 
Torothe difirerence, in climatic Conuliianss 

MR, CLARK: Yes, Sir, we have adjusted 
for degree day differential. 

MR, PATTILLO: I think those are all 
the questions that I want to ask you, Mr. Clark. 

May I ask Mr. Hough some questions? 

Mr. Hough, in making your cost of services analysis, 
have you included the Emerson outlet or excluded it? 

MR. HOUGH: We have included the facili- 
ties for the Emerson outlet and also the revenue 
from that outlet. 

MA. PAT ELLC. Well, supposing that the 
Government of Canada in its wisdom saw fit not to 
permit that outlet, what would be the picture? 

MR, HOUGH: Well, we made a quick cal- 
culation regarding that, although that was not the 
primary purpose of this study, and we find that 
actually whether you include that outlet or not 


makes very little difference in the cost of 
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delivering gas to Eastern Canada, in: the £irst 
place, the rate proposed for the export at Emerson 
ig; VerV CLOSe (TO Ur Calculation of the cost of 
that service to Emerson if you use the average 
field pricé of gas in Alberta in allocating the 
cost of gas to that sale, If you. assume that 
the Emerson sale is superimposed on the Canadian 


sale and therefore should have all of the high 


priced gas charged to it, then the price is a little 
below the cost of service, If we take the Emerson 
Sale out and readjust the design of the pipe line 

so that it will just handle the transportation of 
gas for Canadian markets, then we come up with 


these relative costs of service to the various Trans - 


Canada rate zones. To Saskatchewan we assume 
no change there, We really did not analyse that 
market outlet. In Manitoba, without the Emerson 


Sale, the cost of service would be 22.7 cents per 
Mef; with the Emerson sale it would be 23.5 cents 
per Mcf, In the western rate zone, without 
Emerson, the cost of service would be 57.9; with 
Emerson it would be 38.0. In the northern rate 
zone, without Emerson the cost would be 60.9; with 
Emerson, 59.6, In the central rate zone, without 
Emerson it would be 73.5, and with Emerson 71.8. 
In the eastern rate zone, without Emerson it would 
be 82.5; and with Emerson 80.3, 


MR, PATTY ILE: Now, Mr. Hough, in making 
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that calculation of cost of service, have you Mr, 
Frawley's-bugbear, deferred income tax, in‘ there? 

MR.2 HOUGH: No, we do not have de- 
ferredisnoome vax. We made all of our calcula- 
tions for a. typical year, We selected the year 
1962-63 because we thought that would be typical 
and we used the normal income tax. 

MR PATEELLOs Now, would you explain 
to me, in arriving at the revenue you have have, 
whether you have charged interest on your funded 
debt as an expense? 

MR. HOUGH: Well, if I understand your 
question --- 

MR. “PAPRILEO: May I put it this way? 
Are you going to pay the interest on your funded 
debt out of rate of return or are you going to 
charge the interest on the funded debt before you 
ascertain the quantum for your rate of return? 

MR. HOUGH: We are going to pay the 
interest out of the rate of return? 

MR PAPLTLLEO: You we going to pay 
the interest outeof the rate,of return? 

MR, HOUGH: Yeo, S2.2% 

Me PATRILLO: Is that generally the 
practice that is followed in the United States in 
gas companies? 


MR, HOUGH: Yes, ait “is., 
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Hough, about oil companies, because we have been in 
a bit of confusion about those. What happens in 
the case of oil transmission companies, and the 
pipe lines? 

MR, MacKIMMTE: Mr. Lynch has some ex- 
perience of that, Mr. Pattillo. 

MR. LYNCH: I believe you have reference 
to the submission that was made by Canadian pipe 
Lines? 

MR PATE IOGO: No, to the oral evidence 
that Mr. Blair gave and some of the oral evidence we 
got from somebody else later that did not seem to 
Pit. 

MR, LYNCH: The practice of expressing 
the rate of return by the oil transportation com- 
panies and the natural gas transmission companies 
differs in whether or not you should include the 
interest on the funded :debt. 

MR, PATUILLO: You. mean, oil being more 
expensive, the transmission should be equally more 
expensive? 

MR, LYNCH: TI can only express what the 
practice of the industry is. The practice. of - the 
industry is the yield being the net income without 
any reference to the interest on the debt. 

THE CHAIRMAN: Does that apply in both 
oil and gas? 


MR. LYNCH: No, in gas as regulated by 
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the Power Commission, The rate of return is an 
expression of the sum of the interest on the debt 
plus the net income, whereas in the case of oil, 
the Interstate Commerce Commission, they merely 
express a return equal to the net income, Dow. f 
make myself clear? 

MR, PATTILLO: Very clear, 


MR. COMMISSIONER HARDY: Mr, Pavia lor ek 


wonder whether I might ask one point here, That 
arises purely on account of the different juris- 
dictional authorities, is that right, the differ- 


ence 1n practice? 
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MR. LYNCH: I think that is generally 
true, except I think that it is merely -- I will 
Say that is generally true, yes. 

MR. COMMISSIONER HARDY: Why isn't it 
exactly true? 

MR. LYNCH: Well, because there are 
other oil pipeline transmission systems which are 
not regulated by the Interstate Commerce Commission, 
but they generally follow that practice. 

MR. COMMISSIONER HARDY: Thank you. 

MR. PATTILLO: I guess it depends which 
league you are playing in. 

ME, LYNCH guess so; 

THE CHAIRMAN: Mr, Pattillo, before you 
go on to another question, unless you are going to 
ask it I wouldlike to ask Mr. Lynch whether amortiza- 
tion on funded debt is treated in the same manner. 

MR, LYNCH: Would you mind repeating that 
question? 

THE CHAIRMAN: Perhaps I could take one or 
two more sentences to make my question a little 
clearer. Ordinarily such a company, pipeline company 
would charge depreciation, and they would have a rate 
of return, and it would have to pay a certain amount 
of this debt, by way of sinking fund or amortization. 
Would that sinking fund or amortization payment be 
charged to the expenses, not of operation, but in some 


other way priorto the determination of the rate of 
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return on the load. basis, or would that sinking fund 
or amortization or that depreciation be charged and 
wnavever is Left over “is the rate of return on “the 
load basis? 

MR. OYNCH: I think they both follow the 
Same practice which is to retire the debt by using 
the depreciation plus whatever amount they needed 
Trot che nese iIncone. That would be true in both 
oil and gas transmission business. 

THE CHAIRMAN: Thank you. 

Mis  FALe Leo: You mean one is treated 
eo an expense, the over one is paid itor ous Of 
Cie veoss OL Service? 

MR. LYNCH: No, I say they are both on 
the same basis. They are both a cost -= the depre- 
elation as a eost, 

ME, PATTILGO: All rhene,  Lonave cov 18. 
So that the gas business both in transmission as 
well as in production is the poor cousin? 

THE CHAIRMAN: But you wouldn!t disagree 
that they are kissing cousins. 

Mie, PAPT ICL: I am sure Mr. Laughton, if 
he is here this afternoon, would not disagree. Now, 
would you agree with me that in determining your cost 
of service all your calculations are predicaced on 
the market research which is produced in this report? 

MR. HOUGH: Well, we did fit the pipeline 


design to the market forecast for the year 1962-63, 
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and consequently the calculations do fit the market. 

However, I think the calculations are 
applicable over wide range of markets because of 
the year we selected. In the year we selected the 
forecast low was sufficient to load the Trans-Canada 
Pipe Line to just about its most efficient through- 
put, and as time goes on and the load increases, we 
would not expect the cost to go down but when looping 
first started it would tend to go up, and then go 
back down again to about its level, and we had to 
bulic @ third loop That would fo up esiiehtiy and then 
eo down, but 1 think the figures. that we have 
developed are just about the optimum figures. 

MR, PATTILLO: Well, what I was really 
trying to get at, Mr. Hough, was this: did you 
read the evidence given by the Trans-Canada people 
in Calgary? 

MR. HOUGH: Well, yes, I believe I did. 

Mae PAT? IULGs And you studied the 
report? 

MR. HOUGH: Yeo. 

MR. PATTLLLO: And you read the cost of 
service calculation by Commonwealth? 

MR. HOUGH: Meer. 

MR, PATTILLO: Now, I don't want to get 
into a fluffle about the evidence, I would merely 
like you to explain for the purpose of us appre- 


ciatine both reports wherein you disagree with 
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their cost of service calculations read in the light 
of the evidence they gave as to the basis of it? 

MR. HOUGH: Well, we disagree with their 
calculations on several aspects. Perhaps I could 
make it clear by stating first wherewe do not dis- 
agree, that is, state the considerations that we 
accepted. 

We used their design, and we used their 
capital cost estimate with only minor adjustments, 
and we used their operating cost estimate. We 
used the basic unit cost figures and simply adjusted 
them to the different size operation that we were 
working on. We used the same bond industry and we 
assumed the same volume of sales to Emerson, to 
Union Gas, and to Saskatchewan Power. Now, as to 
how we differ from them; in the first place, we 
have a smaller volume throughput for the year 1962-63. 

MR. PATTILLO: That was based on the report 
the Stanford Research and Economic Research came up 
with? 

MR. HOUGH: That ls rights When 1 say thaw 
we used the same design, I should have said that we 
used a design developed by Trans-Canada for an earlier 
year because they reached the load that we used in an 
earlier year, so we used their design for that load. 

MR, PATTILLO: Why? 

MR. HOUGH: Because that is an efficient 


desien for that load. 
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MR. PATTILLO: Leknow, “but wait 
a second, that is something that completely confuses 
me. If you were going to change the hypothesis that 
they have used, why would you take their load? 

MR, HOUGH: We did not take their load. 

Min RAT PEO: Their design rather? 

MR. HOUGH: Their design, well, because 
we believe it is a good design, We did not: go into 
the engineering in any detail, but we had no reason 
to question their design. 

MR. PATTILLO: No, but why would you 
ditterentiate —— Lev me see’) Tihavereot this aatehr. 
Perhaps we are arguing at cross purposes: if they 
have designed a system on the assumption that they 
are| 20ine to have a certain volume sof business, you, 
in fact, say you are not going to have that volume 
of business, don't you necessarily change the whole 
hypothesis? 

MR. HOUGH: Well, perhaps I can explain 
it this way: inithe Tirstiplece, whey bul ca 
single line from one end to the other, and they put 
on enough horsepower to handle the load that they 
have in the first year or two of operation. Now, 
in the design of that line they looked ahead and 
anticipated they were going to have a larger load 
and they selected a larger diameter pipe than they 
actually needed for the first year or two. 


MR: PATTILDOs:., Thatecs) yourr opinion. 
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MR. HOUGH: Yes, and I am sure they would 
agree. As the load develops they add horsepower 
until they get up to the optimum capacity of a 
pifigle line; and then they start building paraliel 
lines so that after they once build the first line, 
they can increase capacity each year to meet their 
increasing load. Now, all we did was take the same 
diameter line that they have under construction and 
it turned out that the rate that SRI-ERC forecasted 
for 1962-63 was large enough to load a 34-inch, 
30-inch, 20-inch combination to about its most 
efficient capacity, so we kept that same pipe diameter 
and we tookthe horsepower required to put that much 
gas through the line which Trans-Canada had calculated 
and planned to install an earlier year, so that we 
used their design for an earlier year to handle our 
load in 1962-63. 

Mie) bao iGO I see, so what you are saying 
the cost that they thought they were going to be 
confronted with in 1959, you came up with in 1962 
or 19635? 

MR. “HOUGH:” That is rien. 

MR. PATTILLO: Would you go on and explain? 

MR. HOUGH: Pardon me, I did not finish 
answering what the question was. I was just going 
to explain the differences in our cost figures and 
Trans-Canada's, In the cost figures that Trans- 


Canada gave, they showed in each year for which they 
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gave figures an abnormally low rate of return, and 
they included no income tax in their calculations. 

ME OP ePATE EGLO Well, that was explained 
in’the evidence, wasn't it? 

MR. HOUGH: Yes, it was explained in the 
evidence, 

MR. PATTILLO: They did not anticipate 
having to pay any income tax for a number of years? 

MR, HOUGH: That is right, but we recog- 
nized that as an abnormal situation, We were trying 
to getvan idea of what the normal cost of transporting 
gas to Eastern Canada would be. 

MRL OPATTAOLOs ~~ Diceyouy pucrtincome- tax an 
there? 

MAP HOUGH +s) - Lepur ALncome. tax in, yesieir. 

Mie BEALE ILLO:: Then you 2h fact, dia derer 
income tax? 

MR. HOUGH: “No, -.out ‘the fulleincome 
tax for the year that we used. We used the full 
47 per cent in the expenses for that year. 

MR. PATPILEOs You brought them out with 
a profit Mat. year, is that it? 

MR. HOUGH: Yes. 

MR. PATTILLO: Aiea iret. 

MR, HOUGH: Now, we assumed that they 
would make 7 1/2 per cent on their rate base for 
that year and that they would pay income tax. 


MR, PATTILLO: Would you tell me why 
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you took 7 1/2 per cent? 

MR. HOUGH: Weld, our.basicy one of cour 
basic premises in developing this study was that 
Trans-Canada will be a growing pipeline system. 
Their forecasts of load by the ERC-SRI forecast 
shows a continually increasing market for natural | 
gas in eastern Canada, so Trans-Canada will have to 
increase its facilities from time to time. 

We do not believe they can do that -- that 
is they can finance that kind of expansion if they do 
not show a normal earning on their property, so we 
selected 7 1/2 per cent because under Trans-Canada 
conditions that seemed to produce about the normal 
earning situation or slightly on the low sidé-of 
the normal earning situation on comparable lines in 


the United States. 
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Mn. CAEL O's What do you consider 
normal earning situations, after having paid your 
interest, what do you say the rate of return should 
be? You are paying your interest out of the 74 
per cent, from your experience what do you say the 
Fate Of Preqwurn should be in dollars translaved, vo 
your capital employed? 

My) HOUGH: well, Lb uns about 3 
per Cent in this case, 

Me. PRPDILLGs I am afraid I have 
CifTicuLty in tollowings arou, 

THE CHAIRMAN: 3 per cent after pay- 
ment of interest? 

MR. HOUGH: Yes. 

THE CHAIRMAN: The payment of interest 
reduced 7% per cent and the rate base down to 3 
per cent, & Collar equivalent. of 3) per cent? 

MR, HOUGH: S per cent of the rave 
base, 

Vii eA BO: And you say that is 
normal ? 

MR, HOUGH: Yes. 

MR. PATTILGLO: Would you please go on 
and expand.. 

MR. HOUGH: We used a higher field 
cost of gas than Trans-Canada cost figures. 

MR. PATTILLO: Why? 

MR. HOUGH* Their figures were based 


on their current or present purchase contracts, and 
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we made the assumption that any gas they purchased 
over and above that provided in their present 
contract would have to be paid at going prices in 


the Aiberta fields. 


MAG re A CUO What price did you use? 


NMR, GOUGH: We used 15.97 cents, 


roughly 16 cents. 
MR) CAE? Pils Why? 


MR. HOUGH: Because that is the price 


that Alberts and Southern pays inethat year, an 1962- 
Om, 

MR. PATTILLO: Well, did you take that 
16 cents which would be what they would have to pay 
for new gas if they paid the same orice at Alberta 


and Southern in that year and average it with gas 


that they would be using in that year which they 
bought at the original price, LO cents? 

MR. HOUGH: Yes; we did, 

MR PATTI LLO: And you only got that 
differential of .03? 

Ma HOUGH: Noy our average price of 
Bae, was 11.0L cents. 

MR. PATTILLO: That was based on the 
Emerson contract? 

ME, HOUGL: Mies. 

MR, PATTILLO: Assuming the Emerson 


contract was not permitted by the Government then 


a the price would go down? 


age. 
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MR. HOUGH: Meo Ss Caent., yes, 

ee “PRED Le) s What would it go down 
to,rrom your calculations? 

MR, HOUGH: Welly in GALS particular 
vVeoar 1G Would Tbe LO.2e .cents. 

ME PATTI LO: Yes? 

MR ...HOUGH: We also adjusted the cost 
of delivering gas to the Saskatchewan gate, recognizing 
that this additional gas that is required now or in 
this year will probably come from Western Alberta 
whereas a substantial part of the gas that they now 
have under contract originates in Eastern Alberta. 
That was a minor change. Then one of the major 
differences between our figures and theirs is that 
in el leocating.~coct, to, differeny rate Zones Wergave 
fudi, recoenitition’ fo, the Length eof the Naud on tie 
cost. of serviee, 

Mise PATTI ILLO: One thing I am not 
clear about on what you have said now, am I wrong 
in thinking that Alberta Gas Trunk agrees to deliver 
gas at the take-off point at a certain price? 

Bis THOUGEL s Well, I believe - = 

MR, PATTILLO: Regardless of from 
whence it comes? 

MR. HOUGH: I believe that is correct 
for, a limited periodor tame, sbut as 1 recalle vie 
contract between Trans-Canada and Alberta Trunk 


Line it provides that eventually the Trunk Line will 
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be compensated on a cost of service basis. 
MR. PATTILLO: You said "eventually"? 
It arrived in 1962? 

Mi HOUGH: Tha cis rien: 

Bie PRTLTLLO: Yes? 

Min. TOUGH: I mentioned that we 
gave full effect to the length of haul in determin- 
ing the cost of delivering gas in each rate zone, 
whereas Trans-Canada rates tend to average the cost 
LOI Jaros. .20nes. They -arewiIuener Tore one mest 
distant zones but they do not come even close to 
recognizing the additional cost clorehaguliane cas: to 
those distant points. Thnen, in allocating. the 
cost of gas to various classes of customers we 
gave full effect, to the load factor which b belweve 
Trans-Canada gave only partial effect. 

ME. PATTILGO: Mr, Hough and gentlemen, 
may I put this to you then and I am not going to 
continue the examination beyond this point, but 
recently in the case of a company we had three ex- 
perts come in with reports all of which differed. 
Would it be. fair to say, My. Hough, Mr. Armstrong, 
Mr. Clark, that if the Trans-Canada submission as 
to the potential market and cost of service was 
over on one side of the fence then you are just as 
far fon ithe. othem side? 


MR. ARMSTRONG: I would not say so at 
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MR, HOUGH: I would not, either. 

MR. PATTIILLO: Well, could you tell 
me one thing in this report that any of you 
gentlemen have taken into consideration in favour 
of Trans-Canada that it did not take into considera- 
tion in its report? 

MR. HOUGH: Iwill tell sou one; yes, 
we tried to give them a reasonable profit. 

THE CHAIRMAN: Trans-Canada was too 
modest. 

MRS BATT ILL TROse are aul tie 
questions I have unless any of you can produce 
another factor that you took into consideration. 

THE CHAIRMAN: I believe when you 
were discussing with Mr. Clark that he said 6,000 
barrels per day of heavy fuel oil that you were 
marketing into Canada, the figure went on to the 
record at 200,000 barrels a year and Mr. Levesque 
has done some homework very quickly and it is just 
somewhat in excess of $2,000,000.00. 

MR. ARMSTRONG: I think the dollar 
value was roughly correct $5,000,000.00. 

THE CHAIRMAN: Gentlemen, I think 
perhaps this will be a good time to have a 10 minute 


break, 


--- A short recess. 
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THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLEY: Thank you, Mr. Chairman. 

I have only two or three questions, I will try 
awfully hard to ask them in less time than my 
friend took to ask his. 

Mr. Hough, you make a couple of statements 

I would like to ask you about. On page 62, at 
the top of the page, you say: 

"The sale of gas for interruptible in- 
dustrial service at the rates proposed by 
Trans-Canada and the distributing utilities 
will be a profitable operation for all con- 
cerned. The full effect of these profits 
has been taken into account in computing the 
cost of service to some industrial customers," 

Then on page 66 you say: 

"The cost of serving gas on an inter- 
ruptible basis, where the service can be dis- 
continued during peak periods, includes no 
part of the capital costs of the pipe line. 
This is because these costs are unaffected 
by whether or not the interruptible service 
is provided." 

Now, I don't know whether that question, 

Mr. MacKimmie, is for Mr. Hough or one of the other 
gentlemen, but I would like it explained, please, 
and expanded upon why you say that you attribute no 


part of the capital costs of the pipe line to the 
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sales of interruptible gas. 

MR. HOUGH: Well, the basic method that 
we use in this study tries to limit the costs charged 
to any type of service to the costs that are actually 
created by that service. We state in our report 
that we assume that Trans-Canada actually provides 
no capacity for interruptible gas; that is, they 
don't deliberately build capacity into their pipe 
liane in order to serve interruptible gas, and, 
consequently, all the capital costs are determined 
by the maximum day peak load, and for that reason 
we charge all the capital cost to the firm custo- 
mers and none of it to the interruptible. 

Now, that doesn't mean that in reality 
the interruptible customers don't share some of 
that cost, because we assumed that the prices 
that have been set for interruptible gas will re- 
main in force and that actually those prices are 
not determined by cost of service but on some 
other basis: on what they can sell gas for on 
those conditions, on competitive prices and so on, 
and those prices are substantially higher than the 
out-of-pocket cost of supplying the interruptible 
gas, and the difference between the selling price 
and out-of-pocket costs we call the profit on the 
interruptible gas. But that profit doesn't go 
to the stockholders directly; we treat it as a 


credit of the cost of the firm service, and in 
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that way the firm service costs are reduced by 
virtue of having an interruptible load. Loyis 
just an approach to the development of costs; that 
Ls ald VYouNmean*sayi ror Lt 

MR. FRAWLEY: You. said a moment ago that 
Trans-Canada hadn't given any allowance -- didn't 
have any excess pipe line capacity for interruptible 
gas, Is that what you said, or something similar 
to it? 

MR. HOUGH: Yes 

MR, FRAWLEY: Well, isn't it a little 
aifficult to say that when we have evidence from 
Mr. Orme that perhaps more than one-third of Trans- 
Canada sales are going to interruptible ssales? 

MR, HOUGH: Well, we didn't use Mr, 
Orme's load figures; we used the ERC SRI load 
figures, and we limited the capacity to pipe line; 
that is, we just applied facilities enough to supply 
the firm load on that forecast. 

MR. FRAWLEY: To me it seems a little 
difficult to make that assumption when you have 
a considerable, such a large estimate of the pro- 
portion of sales that are going into the inter- 
ruptible market; I think his words were a third or 
more than a third in answer to the Chairman in 
Toronto. 

MR. HOUGH: T know that he had a large 


interruptible load, but I don't know that he said 
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he was going to sell that load over peak periods. 
However, we made the assumption that they were 
NOG. 

MR, FRAWLEY: I suppose there are other 
ways of calculating cost that would attribute some . 
of the capital cost to interruptible sales? 

MR, HOUGH: Yes, that is right. 

MR, FRAWLEY: Do you know the method of 
allocation known as the Atlantic Seaboard method, 
if I have the correct name? 

MR, HOUGH: I know the method generally 
used by the Federal Power Commission, which I think 
is the same. 

MR. FRAWLEY: Would the Federal Power 
Commission method of allocation allocate some of 
the capital costs to interruptible sales? 

MR. HOUGH: Yes, I think it would. 

MR. FRAWLEY: I suppose it is fair to 
say that all of these methods are just as fair as 
the method of allocation used? 

MR. HOUGH: Well, of course, it can't 
be denied that there is an arbitrary element to 
any cost of service allocation. You. have to 
approach it on some theory or basis. We believe 
the method we used was less arbitrary and closer to 
the real facts as to what creates cost and what 
doesn't create cost than the method generally used 


by the Federal Power Commission. Now, that isn't 
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a criticism of that method, because they do use it 


for different purposes than we have in this study. 


MR, FRAWLEY: Is there any name for 
your method? YT am not being facetious, Has 
your method been used by anybody else in allocating 
cost of gas transmission lines? , 

MR, HOUGH: I think it is a very general 
method when you are simply trying to calculate 
costs, Usually when you talk about a cost of ser- 
vice study you are involved in some problem such as 
deciding what part of the cost certain individuals 
or certain types of customers will pay, and very 
often in the last analysis those allocations are 
arbitrary, they are just someone's judgment as to 
what they should be. We feel in this method we 
use for the purpose we are using it that it is less 
arbitrary than the other methods. 

MR, FRAWLEY: Would you please turn to 
page 86 and to table 22 of that page, and my ques- 
tion is, what is the reason for giving the Emerson 
load part of the benefit from the sales of inter- 
ruptible gas in Canada? Before you answer that 
question, will you let me tell you that my instruc- 
tions are that the table shows that you have for 
Emerson a 97.9 per cent load factor, that you have 
29.8 cents as the total cost of service, and 
therefore I put it to you that the credit of 2.8 


cents per Mcf is equivalent to increasing the pipe 
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line load factor of 97.9 per cent to 97.9 times 
29.8 over 27, or a load factor of 104 per cent. 
in the light of that calculation, would you: mind 
explaining why you showed that credit? 

MR, HOUGH: Well, we were not, in this 
cost of service study, trying to determine what 
the cost of service to the Emerson off-take is; 
we were focusing our attention on the cost of ser- 
ving the Eastern Canadian market, and we accepted 
the price of 2/7 cents as an established fact and 
simply used. that revenue at the 2/-cent price in 
calculating the total deduction from total operating 
costs in order to find out what was left for the 
Canadian market to pay. That 2.8 cents is 
Simply an adjustment to bring our calculated figure 
down to the 27 cents, which is the contract price, 

MR, FRAWLEY: Buc It is true chat, 
theoretically, that net cost of 27 cents for 
Emerson gas does represent a load factor of 104 
per cent? 

MR, HOUGH: ves. 

MR, FRAWLEY: And that makes a little 
aii Cerence. 

MR, HOUGH: i .don' t. think, so, We were 
just accepting that as a factor we had to consider, 
We assumed that would be the price, and therefore 
the Canadian market would pay the rest of the cost. 


THE CHAIRMAN: You. do things, ina big 
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way out West, Mr, Hough, 

MR, FRAWLEY; I have one question for 
you, Mr. Clark. My friend Mr. Pattillo was talk- 
ing to vou. about the control of the price of gas 
and of oi1 being in the hands of the same pro- 
ducer, and while, with great respect, I didn't 
entirely follow my friend, I want to put some- 
thing to you and just ask you a question. Do 
you understand the economics of the manner in which 
the field price of crude o1i1 in Alberta is fixed? 

MR. CLARK: i havent studied ic, sir, 

MR, FRAWLEY: DL put LUO You. thawii 
is fixed by the refiner at Sarnia who puts 
Tllinois base and crude at Sarnia and then deducts 
transportation back to the wellhead. Do you 
understand that generally? 

MR, CLARK: Yes; 

MR. FRAWLEY: it Cha tase Oa epee 
to you that Shell O11 Company, who has no refinery 
in Sarnia, and none in Toronto as yet, would have 
nochine to do - with | fixing the: price of thar so. 
But I want to read to you from page 185 where you 
make this statement -- and that, by the way, was 
just by way of a preliminary observation -- 

"Estimates made by major refiners in 

Eastern. Canada indicate that the price of 
fuel oil would be allowed to drop approxi- 


mately 15 cents per Mcf equivalent from 
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1957 prices before equipment would be instal- 
led to reduce fuel oil yields. It As 
therefore quite possible that the refiners 
in Ontario and Quebec would reduce the price 
of fuel o11 as sy TR in order to prevent 
natural gas from capturing much of the HFO 
market." 

Now, eoine to the Eleid price. in Alberta, 


let's see how potent that is. 
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Taking 10 3/4 cents as the present 
gathered price in Alberta and deducting the gather- 
ing price, my instructions are that you would 
immediately reach a wellhead price of 6 to 7 cents, 
Do you see much leeway for the gas producer fixing 
Dissprice Cour tent that fuel. oll, that 
market in eastern Canada? 

MR. CLARK: I would hardly think that 
there would be any room for the adjustment of the 
Lusi price. 

MR. PATTILLO: What is the price at Peace 
River? 

MR, FRAWLEY: 10 3/4 cents. That is what 
my friends at Trans-Canada are paying. They are 
going to do much better later on, thanks to my 
friend, Mr. MacKimmie -- at least I hope so. That 
is a11 che questions 1 haves Mr, Chairman: 

MR. COMMISSIONER HARDY: Mr. Chairman, I 
would ike’ ta ask the croup 1f we could set Tor 7a 
few minutes the fact that there appears to be a 
dispute between certain company interests here, and 
look at the problem that is really facing this 
Commission within its terms of reference. In this 
case I think the case of Trans-Canada and an addi- 
tional export permit is an excellent example of the 
type of problem that can come up, and we under our 
terms of reference, as I understand it, are 


going to be required to make some recommendations 
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concerning how it would be handled. In the case of 
Trans-Canada, as far as their customers are con- 
cerned, they have been placed in a preferred posi- 
tion for the supply of gas, and then a new appli- 
cant comes along and he has to put his case across 

to justify his permit, keeping in mind that preferred 
position of previous permits. in the United States, 
I understand, that problem would always be under the 
jurisdiction of the Federal Power Commission; is 
that right? 

MR. CLARK: So long as it involves 
Interstate movement, it would be under the Federal 
Power Commission, 

MR, COMMISSIONER HARDY: And they would 
take into account the local interests such as we 
might have, Say we might have here, with the 
Ontario and Cuebec customers opposed, say, to the 
interests of producers in Alberta. 

MR. MacKIMMIE: I am sure you would not 
mind if Mr. Clark conferred with the group. 

MR. COMMISSIONER HARDY: Not at all. 

MR. CLARK: I am afraid I will have to 
ask you to repeat the question and maybe rephrase 
it so that we could try Lt again. We want to be 
sure of the status. 

MR, COMMISSIONER HARDY: It seems to be 
obvious that there is a potential interest of the 


customers of Trans-Canada here in eastern Canada that 
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is at variance with the interests of the producers 
in Alberta or that itv could be because just for -the 
simple reason that if the distributing companies 
down here take the position that we are entitled to 
all the gas that we want to decide how we will sell 
10 LDNeNULG Mach prevent. sotie of that eas. i rom deine 
@ @reaver amount of income, so that the interests of 
the Alberta producer might not be tdentical with the 


interests of the Ontario consumer, Would the Federal 


sold to an export market that would give the producer 
Power Commission adjudicate on those various interests 
under similar circumstances in the United Staves? 
MR. CLARK: ET would think so. I know of 
cases Of Goal producers taking exception to pipelines. 

MR. COMMISSIONER HARDY: They have not 
paid attention to them? 

MR, CLARK: They have nevertheless listened 
to them and, if they have listened to them, I assume 
i Ree) bine Lie) DrovriIce? 

MR. COMMISSIONER HARDY: You say they 


listened to the case for a competing source of 


energy as well as the case for competing interests? 


MR. COMMISSIONER HARDY: Thank you. That 
nee ah 

MR. COMMISSIONER BRITNELL: i have 
simply.one point, a rather marzinal one. At the 


top of page 213, there is something that Mr, Clark 
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Pead, speaking ‘or interruptible gas: 
"ine this LO=state area, Several states. do 
nNoU permit Interruptible industrial saves; 
as.a result, firm industrial sales are in- 
ordinately high in these states". 
I wonder whether Mr. Clark would tell us what these 
states are, 

MR. CLARK: The only state I can cite 
offhand is Pennsylvania and Ohio. 

MR. COMMISSIONER BRITNELL: That would 
hardly be several, would it? 

MR, CLARK: TO tedl) your tie -truchD,. i 
knew of the one or two out of the ten. I do not 
know about the other eight, whether they do or do 
not. The Stacisctics in the American: Gas Associavion 
are not broken down by states normally between firm 
industrial and Interruptible, SO this cCanmmovu ve 
easily checked. 

MR. COMMISSIONER BRITNELL: I thought 
it would be rather interesting if there were 
several, and I would hardly think that two 
constituted several, 

MR. CLARK: These are two states with 
larze use and certainly would affect the ratios 
for the total 10-state area under consideration. 

MR, COMMISSIONER BRITNELL: I wonder 
whether you could find out whether this statement 


could still stand in that sense that you could add 
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anymore states to it? 

MR. CLARK: I will certainly make every 
SrLort GO €csid.jout, 

MR. COMMISSIONER BRITNELL: Going on 
from that, do you know whether natural or other 
storage is available in each of these states and 
that that might be the reason why they do not allow 
interruptible? 

MR. CLARK: Storage, I believe, is avail- 
able an we Staves. 1 Go neotimow af Chagas tne 
reason why it is not allowed, but storage is available. 

MR. COMMISSIONER BRITNELL: It might 
conceivably be the coal operators having some 
LIverest.? 

MR, CLARK: Yes. 

MR. COMMISSIONER BRITNELL: Thank you, 
Mr. Chairman. 

MR. COMMISSIONER LADNER: Why do they 
refuse to allow the sale of interruptible gas? 

MR. CLARK: I am afraid I really do not 
know,. 817, 

THE CHAIRMAN: Thank you very much, 
gentlemen. Through you, Mr. MacKimmie, I want to 
thank Professor Armstrong, Mr. Clark, Mr. Hough 
and all your. group. Ty Soi ceOr alee Ge.) seid, 
say, temporary difference of opinion, I still 
repeat what I said, that your brief is a most 


valuable addition to the records of this Commission. 
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MR. MacKIMMIE: I would be delighted to 


know that we did not waste your time. 


THE CHAIRMAN: No.  L Will say thar during 


the last two days of our hearings everybody is getting 
a little tired -- that is understandable -- but I 
want you to have no feeling whatever that it is a 


waste of time. So far as the records of the Commission 


are concerned, I am sure that Trans-Canada appreciate 
the’ spirit in which you gave the brief, and we do as 


a Commission, 


MR. MackiMMIn: Thank you, Mrs Cnasiman. 
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Submission of 


UNION GAS COMPANY OF CANADA LIMITED 


APPEARANCES: 
Mr. David PP. Rogers - President 
Mr. Thomas Weir - Vice-President and 
General Manager 
Mier. ik. Palin - Assistant General 
Manager and Secretary 
Treasurer, 


THE CHAIRMAN: Mey ckavtd To? 

MR. PATTILLO: Mr. Chairman, we now have 
the submission of the Union Gas Company of Canada 
Limited, which is in two documents. I am proposing 
that the blue document, which is the main brief, be 
marked M-21-3 anda that the grey-covered book be 
marked M-21-4, 
---EXHIBIT NO, M-21-3: Blue-covered brief submitted 


by Union Gas Company of 
Canada Limited. 


-~--EXHIBIT NO. M-21-4; Grey-covered brief submitted 
by Union Gas Company of 
Canada Limited. 
MR. PARELGLOS Mr. Rogers, Mr. Weir and 
Me. Palin are here from the company, and I will ask 
Mr. Rogers as President of the company to introduce 
the group. 
MR. ROGERS: I would like to introduce 


my associates who are here today representing the 


et na al le am 


ee te 


yaets#see oaB fop scat 


Rt al 


pies neh lestaieeoly + 
Lopes Late 


heyenee tmadeice!® = 


sgnwasedtt 


ant 


sMANHIANS 


TR { ‘ (tees f “ag pat MTU TTAT De 

oe eat) i> “Sat ‘ ops gown ons “> polkseimdita ods 
HiepaGha we 1% yadrenpoen Oise gif inte ost inkl 
p: ee bea Cole ot Bl ah tle cee avid arid, 


a4 soog bexa Cowan. ae Pe bee ge taee bowtSMm 


2} [S-M beotian 


- 


ro, F . Si AEST 
i jo io fSaV GO ™ SLA r< ~ 1 Swallt Vi - aes “ae vies 
~ aS hn OLE IE viet anon ene: 
"409940 | 2 oteu va 
4 
od tertd "6b see. 


fisiiva Selad Sepoy cg hors geeiS-! OMS arg yHXs Hite ~ 


> od Ss 5 
SCF ees) Ce ow 
Seo ai SH Bis 


Le echt) SEBO EM PETA iL ..7iM 

* . : 4 
jeg Lity J big [weeghion etd noe) ore ote pleted iM 
soNhovHEe as Wis ye ate Ww Josbilests 
.quors sis 


AmMewtar oF gibt Sfuew 2 > OSES OOH ... FM 


eis saktoseeiaes yecod aied ate, onw sevetooens. 


ANGUS, STONEHOUSE & CO. LTD. 8288 
TORONTO, ONTARIO 


Union Gas Company. On my immediate left is Mr. 
Thomas Weir, who is the Vice-President and General 
Manager of the Company, and Mr. Palin, who is 
Secretary-Treasurer and Assistant General Manager. 

THE CHAIRMAN: Thank you, Mr, Rogers. 

MR. ROGERS: Mr. Palin willbe submitting 
the brief. 

THE CHALRMAN: rane, I think there might 
be some of it that you would suggest .we take as read 
as we go along. I will leave that’to’ your judgement: 

MR. PALIN: Yes* Say i tieho just 
mention what had occurred to me with regard to 
various companies that will be mentioned here that 
I deal with the operations of the companies, as to 
what they do, and that would get over to page 8, 
and then there are several pages from page 9 to page 20 
that really deal with the details of these schedules. 
Ge History and Operations of the Company and 
its subsidiaries: Union Gas Company of Canada, 
Limited (Union) was incorporated under the laws of 
the Province of Ontario on December 11, 1911. 

Union and its subsidiaries are engaged in purchasing, 
producing, storing, transmitting and distributing 
natural gas in numerous municipalities in South- 
western Ontario, At the present time Union and its 
subsidiaries distribute gas directly to approximately 
196,000 customers and also supply nominal volumes of 


gas to other distributors for re-sale, Operations 
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“are carried on in the following fifteen counties in 
Ontario, which are hereafter referred to collectively 
as the franchise area: Essex, Kent, Lambton, Middle- 
sex, Hlgin, Huron, Perth, Waterloo, Oxford, Brant, 
Wellington, Haldimand, Norfolk, Halton, Wentworth, 

Whe present overall populavion of the 
Pranchise area is approximavely I, 700,000. The 
map at tab 13 shows the extent and location of the 
main transmission lines of the companies and the 
location of the major markets served, 

if we Look at the map at tab 15,720) would 
give a quick indication of the area in which the 
company and its subsidiaries carry on operations. 
starting at the lefthand side of the map, from 
Windsor, and working east to Hamilton, Burlington 
and Oakville on the northwest shore of Lake Ontario, 
and then directly south from that point to che Niagara 
Peninsula, you will notice that cthere 1s only a green 
line through the Niagara Peninsula and that the 
transmission line of Niagara Gas Transmission Limited 
is the connection with the Union Company. So 
the Union's franchise area, you might say, ends 
at the Dunnville-Port Maitland area at the lower 
righthand corner of the map and goes directly 
north of that to Acton and Georgetown and then directly 
west again to Lake Huron andthe projected line now 
in course of construction to Goderich, S50, 


senerally speaking, the Union Company and its 


—— subsidiaries serve that whole section of southwestern 


Ontario with the exyerention of the Niacara Peninsula. 
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MR, PALIN: Actually they are just the 
other way around; Union subsidiaries do not serve the 
Niagara Peninsula as such. That gives you some idea 
of the area covered by the operations of the Union 
Company and within that area there are other indepen- 
dent distributors which I referred to briefly. That 
covers fifteen counties in which we are presently 
operating. 

In all some 5,315 miles of gathering stor- 
age, transmission and distribution lines (exclusive 
of service laterals) ranging up to 26 inches in dia- 
meter are owned and operated by the companies in 
addition to the extensive facilities required for 
the production, storage, compression and measurement 
OL pas. The total gas plant facilities of the 
companies (exclusive of the properties of Hamilton 
By Product Coke Ovens, Limited) are carried on the 
books at a gross cost of approximately $90 million 
and are constantly being added to. Union has the 
following subsidiary companies: 

A - Wholly-Owned 


(i) City Gas Company of London 
(ii) Ontario Natural Gas Storage & Pipelines Ltd 


B - Partially-Owned 


United Fuel Investments, Limited; a nolding 
company with the following wholly-owned 
subsidiartes: 


(i) Hamilton By Product Coke Ovens, Limited 
(ii) United Gas Limited, of which company 
United Suburban Gas Company, Limited 
is a wholly-owned subsidiary. 
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The operations of the company and its 
various subsidiaries are referred to briefly as 
follows: 

Union Gas Company of Canada, Limited: 
Union owns all of the outstanding shares of City 
Gas Company of London and of Ontario Natural Gas 
Storage and Pipelines Limited. It also owns 
89,902 of the outstanding 90,000 common shares 
of no par value (the voting stock) of United Fuel 
Investments, Limited. In addition to the common 
shares United Fuel Investments, Limited also has 
outstanding 90,000 Class A 6 per cent cumulative 
redeemable preferred shares par value $50 each, and 
69,689 class B non-cumulative preferred shares, 
par value $25 each, of which preferred shares 
none are owned by Union. 

Union is engaged in the purchase, pro- 
duction and transmission of natural gas and in the 
distribution of natural gas to approximately 128,000 
customers. In April, 1958, Union acquired all of 
the natural gas properties of Dominion Natural Gas 
Company, Limited in Ontario, exclusive of those 
situated in the counties of Lincoln and Welland, 
and the properties so acquired are incorporated 
into and being operated as part of the Union Com- 
pany system. 

City Gas Company of London: This 


company is a distribution company engaged in the 
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distribution of natural gas to approximately 25,000 
customers in the City of London and in the Townships 
of Westminster and London in Middlesex County. 
City Gas Company of London purchases all of its 
requirements of gas for re-sale from Ontario 
Natural Gas Storage and Pipelines Limited. 

Ontario Natural Gas Storage and Pipelines 
Limited: This company (Ontario Storage) was in- 
ecorporated in 1953 as a wholly-owned subsidiary 
of Union in anticipation that the future large- 
scale gas storage and transmission activities 
contemplated could be carried out better through a 
separate company. Ontario Storage is engaged 
entirely in wholesale operations and does not make 
any direct’ sales to the public. 

In December, 1957, Union sold to 
Ontario Storage its underground storage facilities 
(including compressor station and base pressure 
gas) in Lambton County, and its 16-inch diameter 
pipeline, a compressor station and other facilities 
required to transport from a point on the Detroit 
River to the storage area, natural gas imported 
by Union from the United States. The majority of 
these facilities are also required to transmit gas 
from the storage area to Windsor and other markets 
during periods when sufficient gas to meet the 
requirements of those markets is not available from 


the United States. Ontario Storage also acquired 
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from Union the latter's inventory of gas held 

in underground storage for current sale, certain 
inventories of materials and supplies and contracts 
for the sale and purchase of gas. All of the 
properties referred to were sold by Union to Ontario 
Storage at book value, being cost less applicable 
depreciation. 

Ontario Storage has accepted an assign- 
ment from Union of an agreement between Trans - 
Canada Pipe Lines Limited and Union Gas Company 
of Canada, Limited, as amended, dated January 18, 
1955 under the terms of which Union agrees to pur- 
chase from Trans-Canada annual volumes of natural 
gas ranging up to 64 billion cubic feet for a 
primary term of twenty years from the date of 
first deliveries of gas under the contract. De- 
liveries of gas under this contract are to be made 
to Ontario Storage at a point near Oakville, 

The larger portion of the gas will be received 

in the summer months and the excess over immediate 
a ec ean aa pkeed in underground storage. It 

is anticipated that deliveries of gas under this 
agreement will commence on or about November 1,1959. 

Ontario Storage has also agreed to pur- 
chase from Union all gas imported from the United 
States by Union under two contracts between Union 
and Panhandle Eastern Pipe Line Company. The 


first of these contracts, which provides for the 
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importation of 5.5 billion cubic feet per annum 
during the summer months still has approximately 
twelve years to run, The second contract, under 
which deliveries of gas commenced in November, 
1956, provides for the delivery and receipt of 
increasing annual volumes of gas ranging up to 
15.5 billion cubic feet in 1961 and subsequent 
years. Deliveries of gas under this second con- 
tract will cease one year after gas is available 
to Ontario Storage under the January 18, 1955, 
agreement with Trais-Canada. 

Ontario Storage has completed contracts 
for the sale of gas on a wholesale basis with Union 
Gas Company of Canada, Limited, City Gas Company 
of London, United Gas Limited and the Public Utili- 
ties Commission of the City of Kitchener. A 
contract for the sale and purchase of gas had also 
been entered into with Dominion Natural Gas 
Company, Limited and that contract has now been 
assigned by Dominion to Union, 

In addition to its operations of pur- 
chasing, storing and transmitting gas on its own 
account, Ontario Storage is also engaged in the 
storage, transmission and exchange of gas on be- 
half of other companies, 

By agreement with The Consumers!' Gas 
Company, Ontario Natural, for a service charge, 


will store gas for Consumers' Company. Under the 
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terms of this agreement Ontario Storage will re- 

ceive during the summer months at the eastern terminus 
of its 26-inch transmission line, gas owned by The 
Consumers! Company in excess of the daily requirements 
on its system and will transmit this gas to the 
underground gas storage pools in Lambton County, where 
it will be stored for return to The Consumers! Company 
as required, 

Under the terms of a gas exchange agreement, 
Ontario Storage, in consideration of a service charge, 
is lending limited quantities of gas to Trans-Canada 
Pipe Lines Limited for the purpose of market build- 
up in Eastern Ontario and the City of Montreal prior 
to the availability of Western Canada natural gas 
through the Trans-Canada pipe line for this purpose 
and, if required, until November 30, 1959. The 
agreement requires that gas lent to Trans-Canada be 
returned over a three-year period from the time Western 
Canada gas is available from Trans-Canada at the junc- 
tion of the facilities of Ontario Storage and Trans- 
Canada, 

United Fuel Investments, Limited: This 
company does not carry out any operations but is en- 
tirely a holding company owning all of the outstanding 
capital stock of United Gas Limited and Hamilton By 
Product Coke Ovens, Limited. 

United Gas Limited and United Suburban Gas 


Company, Limited: United Gas Limited owns all of the 
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capital stock of United Suburban Gas Company, 
Limited, These companies are engaged in the 
distribution of natural gas in the City of Hamil- 
ton, the Towns of Oakville, Burlington, Dundas, 
Georgetown, Milton and Acton and other areas in 
the Counties of Wentworth and Halton. At the 
present time these companies serve some 43,000 
customers throughout their franchise areas, EL2Or 
to 1955 both companies were engaged in the distri- 
bution of manufactured gas but as supplies of 
natural gas became more readily available, in 
that year a programme of conversion to natural 
gas was commenced and by April of 1958 the entire 
service areas of both companies had been so con- 
verted, 

Under the terms of a contract dated 
November 4, 1955, United Suburban Gas Company, 
Limited is purchasing substantial volumes of 
natural gas from Niagara Gas Transmission Limited. 
This gas is being utilized on the system of United 
Gas Limited and United Suburban Gas Company, Limited. 

As at December 2, 1957, United Gas Limited 
entered into a contract with Ontario Storage for 
a supply of gas for the systems of United Gas 
Limited and United Suburban Gas Company, Limited. 
The contract extends for a primary term of twenty 
years from January 1, 1958. When Western Canada 


gas is made available by Trans-Canada Pipe Lines 
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Limited at the point of juncture of the facilities 
of Ontario Storage and Trans-Canada, receipts of 
gas under the contract of November 4, 1955 with 
Niagara Gas Transmission Limited will cease and 
thereafter, with the exception of a nominal volume 
of natural gas purchased locally, United Gas 
Limited and United Suburban Gas Company, Limited 
will receive their entire natural gas requirements 
from Ontario Storage. 

Hamilton By Product Coke Ovens, Limited: 
This company is engaged in the production of 
metallurgical coke and other by-products of coal 
at its plant situated on the harbour in the City 
of Hamilton, The manufacturing facilities of 
this company were the main source of gas supply 
for the manufactured gas formerly distributed by 
United Gas Limited and United Suburban Gas Company 
Limited, The coke manufacturing facilities of 
the company will continue to operate to produce 
high quality metallurgical coke to meet as far 
as possible the market demands for such coke, 

During their immediately past fiscal 
years the combined natural gas sales of Union and 
its subsidiaries and of Dominion Natural Gas 
Company, Limited (manufactured gas sales of United 
Gas Limited and United Suburban Gas Company, 
Limited coverted to natural gas equivalent) were 


approximately 21,900,000 Mcf, 
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Future Expansion and Gas Requirements: 
During the fiscal year ended March 31, 1957 Union 
Gas Company of Canada, Limited and its subsidiaries 
spent on plant extensions and enlargements a 
Total Or $ 6,700,000 | 

During the fiscal. year ended March 41, 
1958 those companies expended for that 
purpose $29,100, 000 

An appropriation has been 
made for such expenditures during the 
fiscal year ending March 31, 1959, of $18,000,000 

The above expenditures and appropriation 
are in addition to the expenditure by Union in 
April, 1958, of approximately $15,250,000 in the 
acquisition of properties of Dominion Natural Gas 
Company, Limited. 

With the increased supplies of natural 
gas now assured to Union and its subsidiaries 
under the contracts already referred to and from 
local sources, both company-owned and under con- 
tract, those companies were able to raise the 
necessary capital required to construct the major 
portion’ of the facilities needed to deliver co 
and distribute in all markets served, under all 
contemplated operating conditions, the volumes of 
gas becoming available. This expansion programme 


will continue to the extent necessary to reach all 
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prospective customers within economic range of the 
companies! present and projected facilities, and 
ao oeemea Leqsiplevineche light of cas supplies 
available over a long term period. 

Studies have been completed with a view 
to determining the ultimate possible annual gas 
demand in the companies' franchise areas (i.e. 
the 15 counties in which operations are now being 
carried on) over the next thirty years. 

The attached schedules, tabs 1 to 11 inclusive, 
Show the methods used and assumptions made in 
arriving at such annual estimates. Schedule 3 
(column 4) shows the volumes of gas which might be 
required on the companies! systems while Schedule 
11 indicates the peak days resulting from the 
handling of such volumes of gas. 

The various schedules are now referred to 
and explained in limited detail as follows: 

Sehedule 1 

Actual and projected population of the 15 
counties in which operations are carried on by 
Union and its subsidiaries: The estimates shown 
on Schedule 1 are a consolidation of those prepared 
for each of the 15 counties. The figures for the 
periods 1931 to 1956 inclusive, are as published 
4n the 1956 edition of Economic Survey of Ontario. 
The estimated future population of each of the 


counties was determined by a study of past population 
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BuON UAB ; by taking into consideration the division 
of the present population as between urban and rural, 
and the incidence of industrial and commercial 
activities, The general assumption was also made 
that in most counties, especially those which have 
Shown a marked increase in population during 
recent years, the future percentage rate of 
population growth will be somewhat reduced from 
that experienced in recent years. 

pcneduLe 

Estimated population of, and number 

of possible residential gas ouvlets 

requesting service from Union Gas 

Gas Company of Canada, Limited and its 

subsidiaries In, the 15 counties in which 

operations are carried on by the said 
companies 

This schedule is based on the overall popula- 
tion estimates of 15 counties as indicated in 
Schedule 1. However, the possible gas service area 
population estimates reflect reductions from the 
overall population figures by - 

(a) the populations of certain urban areas 
served by other distributors in the counties in which 
Union and its subsidiaries operate or where, mainly 
for economic reasons, no gas is presently being 
served nor is such service contemplated by Union; 


(bo) rural population not served or to he 
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served by Union or its subsidiarles because the 
widespread distribution of such population does 
not warrant the extension of gas distribution 
systems to render service, 

Column 5 of Schedule 2 shows the estimated 
population to be within the service area of Union 
and its subsidiaries, and on the basis of 3.5 
persons per family, column 6 shows the estimated 
number of familites to be within the service area. 

The estimated number of residential meters 
to be on the lines of Union or its subsidiaries, 
as shown in column 8, represents the consolidation 
of estimates made for each or the Tirtveen counties 
where operations are carried on. There 1s a 
wide variance in the present saturation of resi- 
dential meters by counties because of the fact 
that natural gas service has been available for a 
great many years in some counties, for only a 
relatively short period or on a restricted basis 
in others, while in some instances natural gas 
service is only now being made available. 

It is generally assumed, however, that if 
adequate supplies of gas are available, ultimately 
natural gas will be utilized to some degree by 
approximately 85 per cent of the families in the 
service area (column 7). A few of the “counties in 
which natural gas service has been available for 


forty or more years have already reached or are 
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close to such saturation. 
peneduLe 15 

Possible demand on Union Gas Company of 
Canada, Limited and its subsidiaries for gas for 
resideatial uses in the 15 counties in which opera- 
tions are carried on by the said companies: 

This schedule assumes that the number of 
residential meters shown in column 8 of Schedule 2 
will be attached to the lines of Union and its 
subsidiaries. 

The average base load consumption per 
residential meter (columm 3) is estimated to become 
ZOUMGL This is based on the current experience 
or Union. However, during the early years of 
this study the average base load consumption is 
slishtly less than 30 Mcf because of the recent 
conversion of certain important markets from 
manufactured to natural gas where, on a natural gas 
equivalent basis, the average annual consumption 
per residential meter for base load purposes was 
less than 30 Mcf. Tt is estimated that by the 
end of a 10-year period, the average base load 
consumption of these meters converted from manu- 
factured to natural gas will also be 30 Mcf, 

The estimated average annual space heating 
consumption per residential meter is based on a 
consumption of 22 cubic feet per degree day. 


While there is a variation in the number of degree 
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days as between markets on the Union system the 
large majority of the customers are in areas 

where the normal number of degree days per annum 
is between 6600 and 6700. After making provision 
for the colder temperatures prevailing in the 
northern fringe of the market area, the average 
consumption per residential meter for space heat- 
ing purposes for the fifteen county area is esti- 
mated at approximately 148 Mef per annum. 

As natural gas has become more plentiful 
in recent years in the older sections of Union's 
markets, more and more people have been turning 
to this type of fuel for thelr entire space heating 
requirements. Additional space heating load is 
constantly being obtained through customers who 
formerly used gas only for other than space heating 
purposes, and in addition Union and its subsidiaries 
are obtatning requests for space heating gas from 
a high percentage of the new homes being erected 
inwtheir franchise arcas., 

On the basis of past experience, given an 
abundant supply of natural gas which can be offered 
at rates as competitive as those now prevailing, 
it is estimated that Union and its subsidiaries 
will eventually be serving natural gas to 75 per 
cent of their customers for their entire space 


heating requirements. 


—— Based on the assumptions referred to herein, 
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and on the past experience of Union, it is estimated 
that the future demands on Union and its subsidiar- 
ies for natural gas for residential requirements 
could reach the volumes shown in column 9 of 


Schedule 3, 
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Schedule 4 - Possible demand on 
Union Gas Company of Canada, Limited and its sub- 
sidiaries for gas for commercial uses in the 15 
counties in wnich operations are carried on by the 
said companies: The past experience of Union re 
been that the number of commercial meters on the 
lines is approximately 10% of the number of re- 
sidential meters. It is therefore assumed that 
the number of commercial meters on the lines of 
Union and its subsidiaries will, with adequate 
supplies of natural gas available, reach a total of 
10% of residential meters and then, because of 
the number of customers using natural gas for 
tobacco curing purposes in a few counties, will 
actually exceed this ratio by a small margin. On 
this basis, it is estimated that the number of 
commercial meters to be on the lines of Union and 
its subsidiaries will be as shown in column 2 of 
Schedule 4. 

The average consumption per commercial 
meter for other than space heating purposes in 
counties where natural gas is used extensively for 
tobacco curing purposes is estimated at 300 M.C.F. 
per annum, while in all other counties, and based 
on a study made by Union, such average annual con- 
sumption per meter is estimated at 108 M.C.F. 


The composite average consumption for all 15 counties 
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decrease in average consumption per account over 
the future years is due to the assumption that 
the number of additional commercial meters attached 
for other than tobacco curing purposes will be 
greater than those installed for such purpose. 

As natural gas becomes more plentiful 


its use for space heating purposes in commercial 


establishments is increasing. With ample supplies 
of gas assured and because of the large unsatisfied 
market for natural gas for such use in many areas, 
it is anticipated that sales of gas for commercial 
Space heating will be expanded, and that the per- 
centage of commercial customers using gas for their 
entire space heating requirements will be as shown 
in column 6 of Schedule 4, resulting in the number 
of commercial space heating customers on the lines 
being as shown in column 5 of that schedule. 

A study made by Union indicated that 
the average commercial space heating customer uses 
approximately 300 M.C.F. per annum for such purpose 
and that volume has been applied for the purposes of 
this study. 

Based on the assumptions referred to 
herein and on the past experience of Union, it is 
estimated that the future demands on Union and its 
subsidiaries for natural gas for commercial re- 
quirements could reach the volumes shown in column 


9 of Schedule 4. 
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Schedule 5 - Estimated market for 
firm industrial gas sales available in 15 counties 
served by Union Gas Company of Canada, Limited and 
co SUpS2d1earies: The estimated annual volumes 
of sales on a firm basis for industrial purposes 
as shown on Schedule 5 for the years 1959 to 1964 
inclusive, are based on the current annual volumes 
ef such sales adjusted to reflect the inereasing 
load as estimated by industrial sales personnel. 
Por) 1905 Ut visi Gstimated that thei@irneinducstrias 
sales load will increase 3% over the previous year, 
Orr Dye Iie. OOO) I Caray, For the purpose of this 
schedule it is assumed that firm industrial sales 
volume will, increase by 175,000 M.C.F. in each year 
after 1965, which will result in a constantly 
decreasing percentage increase per annum. 

Schedule 6 - Estimated volumes of gas 
required for sales to other distributing companies, 
commissions, etc., on a wholesale basis for re- 
Source; Union is currently Selling @as/ion ar whole- 
Sale basis for resale to the following: 

Public Utilities Commission of the City 

of Kitchener 
Central Pipeline Company Limited 
Beachville Natural Gas Syndicate 
United Development Company Limited 

In addition, negotiations are being 
carried on with a view to selling gas to Norotto 
Gas Company Limited. 


Based on existing and pending contracts, 
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the probable population and market growth in the 
areas served and the reduction in volumes of gas 
being made available to the above-mentioned companies 
from other sources, annual volumes of wholesale 
natural gas sales by Union and its subsidiaries are 
estimated to be as shown on Schedule 6. 

Schedule 7 - Possible demand for gas 


on Union Gas Company of Canada, Limited and its 
subsidiaries by all classes of customers in the 15 
counties in which operations are carried on by the 
said companies: This schedule is merely a summary 
of the possible demands on the companies by all 
classifications of customers and as detailed on 
Schedules 3, 4, 5 and 6. 

Schedule 8 - Schedule showing possible 
annual demands for gas on pipeline system of Union 
Gas Company of Canada, Limited and its subsidiaries 
and portion thereof which may be acquired from 
Trans-Canada Pipe Lines Limited: The possible annual 
volumes of gas required on the entire system are 
set out in column 4 of this Schedule 8 and comprise 
the total sales volume (column 2 as derived from 
Schedule 7), plus am allowance for company use, 
unaccounted for, unbilled, etc., gas (column 3). 

Column 5 of Schedule 8 shows the 
estimated volumes of gas to be available to Union 
and its subsidiaries from other sources, mainly 


under existing contracts with independent producers 
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and suppliers and from Union's own local production 
sources. This colurmm 5 also reflects the net 
changes in volumes of gas placed in and withdrawn 
from storage as shown on Schedule 9, column 12. 
Column 6 of Schedule 8 shows the 
estimated annual volumes of gas to be received 
under the January 18, 1955 agreement between Trans- 
Canada Pipe Lines Limited and Union Gas Company 
of Canada, Limited, as amended, and as assigned 
by Union to Ontario Natural Gas Storage and Pipelines 
Limited on December 2, 1957. The volumes shown 
are, based on the assumption that deliveries of 
gas under this agreement will be made over the 
primary term of the agreement estimated to be a 
period of 20 years commencing November 1, 1959. 
Column 7 of Schedule 8 shows the 
additional volumes of gas required to meet the 
possible demand as shown in column 4 over and 
above (a) the volumes estimated to be available 
from sources other than Trans-Canada as shown in 
column 5 and (b) the volumes available from Trans- 
Canada during the primary term of the said agreement 
of wanuary 16, 1955. It is assumed that these 
additional volumes of gas will be obtained through 
the extension of the term of the January 18, 1955 
agreement beyond the primary term thereof (as pro- 
vided for in the said agreement) and/or through 


the execution of a further agreement between Trans- 
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Canada and Ontario Natural Gas Storage. 

Column 8 of Schedule 8 shows the 
total volume of gas required from Trans-Canada 
based on the assumptions made in this schedule. 

schedules 9 and 9A - Schedule showing 
possible total annual volumes of gas to be re- 
quired and to be received or produced by Union 
Gas Company of Canada, Limited and its subsidiaries, 
and the resultant net change in volume of gas held 
in underground storage: ine detalles of tuts 
schedulé are explained, where required, in Schedule 
9A, under tab 9. 

Schedule 10 - Schedule showing maximum 
sales demand in M.C.F. on peak day, on which the 
temperature is assumed to be - BOF. if estimated 
sales volumes as shown on Schedule 7 are to be met: 

The notes included on this schedule 
explainY in’ detarl~the factors wsed “in arriving 2b 
the estimated maximum peak day for sales only 
(i.e., exclusive of storage gas returned to The 
Consumers! Gas Company). 

While column 14 shows the maximum 
peak day demand, the hourly demand rate would 
probably be approximately 20% higher. 

Schedule 11 - Schedule showing maximum 
daily demand on system on basis of possible sales 
demand per Schedule 9, plus maximum demand obliga- 


tions under agreement of December 20, 1957 between 
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Ontario Natural Gas Storage and Pipelines Limited 
and The Consumers! Gas Company: Column For this 
schedule indicates possible peak day demand on 
the system based on - 
(a) Maximum peak day demand generated by sales 

as shown in Schedule 9 

plus 

(b) Maximum daily delivery obligations under 


agreement with The Consumers! Gas Company. 


In considering the findings shown by 
the attached schedules the following factors 
Should be kept in mind: 

a. - Union and its subsidiaries do not presently 


have available, under contract or otherwise, 


sufficient gas to meet the indicated demand 


after 1973. However, as the demand actually 


increases, steps will be taken in an endeavour 
to acquire the required additional volumes 
of gas from any avallable source, 

De = If the companies are to meet any of the demands 


in excess. of those for which gas is already 


available, additional volumes of gas must be 
made available in sufficient quantities to 
take care of the additional Load lor a period 
of at’ least’ 20 vears. In addition, volumes 
of gas required to serve the then existing 
load should be assured for a period of at 


least 20 years from the date on which additional 
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volumes are required. 
C. - The attainment of the projected volumes of 


Sales is dependent on the retail price of 


gas in the franchise area maintaining 
approximately its present competitive position 
with other fuels and at the same time Rivers 
the distributing companies to earn sufficient 
to cover all costs of operations and permit 


reasonable returns to the investors. 


ad. - In arriving at the estimated volume of industrial 
gas sales, (Schedule 5) only firm gas sales 
were considered. However, from surveys made 
over recent years it is quite apparent that 
there’ is a market for interruprible eas sales 
in the territories served by Union and its 
subsidiaries. On an annual basis such sales 
could approximate 40 to 50 billion cubic feet. 
It is therefore reasonable to assume that the 
market for such sales during the off-peak 
period could be 20 to 25 billion cubic feev per 


annum . 


A very large portion of these saies could only 


be made at prices approximating the prices to 
be paid Trans-Canada Pipe Lines Limited for 

gas by Ontario Storage. In addivion, the 
volumes of gas becoming available to Union and 
its subsidiaries in future years under existing 


contracts leave little if any margin for such 
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Sales except in the next few years. We also 
understand that Trans-Canada has little if 
any capacity remaining in its present 
facilities to permit it to enter into contracts 
for the sale of special rate interruptible gas 
to Ontario Storage. However, for: the firsr 
few years after Trans-Canada gas becomes avail- 
able Union and its subsidiaries will probably 
have a limited amount of gas available to 
service a portion of the interruptible load. 
oo Surveys made for Union and its subsidiaries 
indicate that there is a fairly extensive 
area north of its present franchise area 
which,while marginal at the moment, might in 
the near future justify the extension of 
facilities by Union and Ontario Storage to 
perve,. It is estimated that the fifth year 
sales in this area would approximate 2 billion 
cubic feet while the ultimate annual sale 
volume would be 4 billion cubic feet. The 
total estimated gas requirements of Union 
and its subsidiaries (Schedule 8, column 4) 
do not make any provision for the servicing 
Of This. Load, 
III - Underground storage of gas: 
The utilization of underground gas storage facilities 
is of considerable convenience and value to companies 


having such facilities available in close proximity 
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to major markets. Through their use, the operator 

of the storage is able to purchase supplies of gas 

during off-peak periods which otherwise would not 

be available, and to purchase gas on a more economical 

basis than if deliveries from the supplying company 

are taken only as required by the ultimate consumer. 
Union and its subsidiaries are fortunate 
in having such underground facilities available and 
in operation in Lambton County. Through their 
operations Union has been able to import from the 

United States during the summer months over the 

past several years substantial volumes of natural 

gas which otherwise would not have been available 

and could not have been marketed by Union im the 

summer months, 

Schedule 12 shows certain particulars 

of presently operating and potential underground 

storage areas, as follows:- 

a. 4 Lines 1 to: 5 inclusive, ive Particulars oli cue 
pools presently designated as storage areas, 
controlled by and in actual use for storage 
purposes by Ontario Storage. 

b. - Line 6 gives particulars of an additional pool} 
Waubuno, already designated as a storage 
area, and owned jointly with Imperial Oil 
Limited. A considerable volume of gas has 
already been produced from this pool and it is 


anticipated that it will be owned solely by 
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Ontario Natural Gas Storage by December of 1959, 
by which date it will be available for 
storage purposes. 

CG. = Lines 8 and 9 give particulars of two pools 
owned by Union not yet designated for storage 
but which will be available for future storage 
operations. Drilling is continuing in these 
pools to make them more suitable for storage 
operations. Only a token amount of gashas as 
yet been produced from these pools. 

Gu.= Line 11 shows certain combined statistics of 
the seven pools already mentioned which are 
presently being, or which eventually will be, 
operated by Ontario Storage or Union for 
Storage purposes. 

e.i- Lines: 22 to 14 inclusive, give perticulars of 
two pools owned by Imperial Oil Limited from 
which Union is currently purchasing the gas 
production and which it is considered would 
be suitable for storage purposes if and when 
required. 

In this Schedule 12, the word "cushion" refers 
to base pressure gas in underground storage 
held to maintain operating wellhead pressure. 
For the past few years, Union, and now Ontario 
Storage, have been operating all underground 
storage capacity required to store natural 


gas made available to them. Additional 
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Storage capacity will be made available and 
put into operation by those companies to the 
extent available as such additional capacity 
is required. 


When deliveries of gas from Trans- 


Canada Pipe Lines Limited to Ontario Natural are 


commenced under the terms of the agreement between 


those two companies, Trans-Canada will obtain direct 


benefit from the availability of storage through: - 


(i) 


Ges) 


(area) 


Having contracted to deliver the larger portion 
of the gas to be delivered under the said 
Ontario Natural, Trans-Canada contract during 
the period April 1 to November I in each year, 
a very large amount of which gas will be 
placed in underground storage to meet winter 
peaks; 

Having the right, with certain limitations, to 
cease deliveries of gas to Ontario Storage on 
days of peak demand on the Trans-Canada system, 
thus making more gas available on such days 

to other pipeline customers. At such times 
the demands on Ontario Storage will be met 
Leon sverace: 

The Consumers! Gas Company having contracted 
With Ontario Storage for storage of large 
volumes Of gas’ to be purchased trom Trans-— 


Canada during the summer months. 
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In addition to the pools listed on 
pchedule 2. there are, other natural gas pools.or 
formations in Southwestern Ontario which might also 
be adapted for storage purposes. The two most 
prominent of such pools are the Seckerton and 
Corunna, the gas produced from which is currently 
being purchased by Union. While the combined 
capacities of these two pools at original pressure 
was approximately 17 billion cubic feet, because of 
the fact that oil is being produced with the gas 
and the pools have not as yet been definitely 
delineated, the potential efficiency of their 
operation as storage areas has not as yet been 
determined. 

IV - General Comments: The following 
general comments and views on matters which it 
is understood the Commission are specifically 
considering are now presented: 

Ly The wisdom or otherwise, from a national point 
of view, of the sale of firm and interruptible 
gas LOv industry : If the sale of gas to 

industry on a.firmeer Interruptible basis is dise- 

regarded, by far the largest demands for natural 

gas on distribution companies is for space heating 
purposes, To satisfy this, demand it is necessary 
for the distributors to design their facilities to 
meet the resultant peak load on the coldest day in 


the winter and at the same time give adequate 
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service to all customers. Hhis/ results inenten 
peak conditions with resultant low load factors 
and increased distribution costs per M.C.F., 

If the load factor on the system can be 
improved there is a resultant decrease in unit 
distribution costs with financial benefit to both 
the consumer and the distributor. One method of 
increasing the load factor is by supplying 
industrial gas°on a firm-basis. This is usually 
high load factor business, as weather conditions 
in most cases have little effect on industrial load. 
While it is true that firm industrial sales increase 
the winter peaks, nevertheless they do provide 2 
source of revemue in periods when the space heating 
load does not tax the facilities of the distributor. 
Such sales also have a levelling effect on the 
overall load factor. Generally, distributors 
buy gas from their pipeline suppliers on a demand- 
commodity rate basis and in such cases the year- 
round sale of firm industrial gas enables the 
distributor to obtain a lower average annual price 
per M.C.F. from che supplier. 

"he use of natural gas in certain of 
their operations by some industries is considered 
essential. Accordingly, the availability of 
natural gas could have a great bearing on whether 


or not an industry established itself in the country. 
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Thus it would appear that the sale of 
firm industrial gas could result in lower rates to 
the consumer, improves the load factor and revenues 
of the distributor, enables the pipeline company to 
Operate its facilities closer to capacity and 
enables the producer to produce his wells at a more 
constant flow. Invaddi tion, firm industrial> sas 
is usually used for processing or other high 
priority purposes for which other fuels are un- 


suitable or not as satisfactory. 
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For the reasons herein submitted, the sale 
Of Lair tioustriad a6) to induatbry is of speneriG to 
the producer, the pipeline company, the distributor 
and the consumer and makes possible the utilization 
of a natural resource in industrial development. 
It would therefore appear that the sale of natural 


Pas COsAnCUSstry On 42 Firm basis 16 2n the national 


interest. 

The sale of interruptible gas to industry 
need have no adverse effeey on the Poad factor of 
the distribuvor. Actually the sale of such gas by 
the distributor may greatly improve its load factor 
and also result in improved load factor for the 
pipeline company and a more constant flow from the 


wells of the producer, 


As the term implies, “interruptible gas" 
represents sales of gas to certain customers 
deliveries of which may be interrupted from time to 
time in accordance with the terms of the contract 
covering such sales. It is quite obvious that gas 
sold on this basis displaces other fuels which may 
be utilized for the same purpose. The use of gas for 
such interruptible purposes is therefore usually 
motivated by convenience of operation and/or the 
possibility of some reduction in overall costs as 
compared with the utilization of other available 
fuels, even for limited periods of time. 


Interruptible gas is sold during periods 
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wnenithe demand for Pfirmgas is less than the 
capacity of the facilities through which the gas is 
handled. If additional volumes of gas can be 
delivered through the facilities at such times 
the incremental cost of handling the added volumes 
is; relatively small. as, the fixed costs on the system 
are approximately constant regardless of the volume 
of gas handled. 

Thus the sale of intermpvuible cas:= 
(a) Enables the distributor to derive additional 
revenues in off-peak periods through the utilization 
OF ‘otherwise idle capacity,. provided then "such as 
eam be sold at a reasonable margin over the commodity 
€08U Of SuCh 2as Torigne Wistrioutor. Gil temore= 
supposed, of course, that the annual volumes of gas 
available to the distributor enables it to make 
such sales and at the same time meet its entire | 
annual demand. 

The additional revenue derived by the 
distributor from such sales comprises a portion 
of its utility revenue and tends to enable it to 
more closely earn its allowable rate of return and/or 
provide service to all classes of customers at 
lower raves. 
(b) Enables the transmission company to derive 
additional revenues in off-peak periods through 
utLlization of otherwise idle capacity. These 


additional revenues will enable the transmission 
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company to more closely earn a reasonable return 

on its investment, and/or maintain a Selanne price 

tO Une Gistripuror which will assist the distributor 
in competing with other fuels, and/or pay a price for 
gas to the producer commensurate with the risks 
involved in discovering and producing natural gas 

and providing the necessary incentive to continue 
exploration work, 

(c) Enables the producer to sell larger volumes 
of gas, thus generating needed capital to continue 
the exploration Tor 2001 tonad SOUreces OL) SUppL ye 00 
build up gas reserves required to maintain an assured 
supply to meet future firm demands. 

It is submitted, however, that there must 
be some relationship between the available proven 
reserves, the demand for gas to meet firm requirements 
and the demand for gas Por male 1.0m an interrupul ble 
basis. As already mentioned, gas is usually sold on 
an interruptible basis for low-priority or less 
essential purposes, If the volume of such sales 
was so great as to jeopardize firm supplies for 
residential, commercial and industrial purposes, 
including gas required as feed stock in industrial 
plants, so that sufficient reserves were not 
available to meet the firm demand over a long term 
period, say 25 or 30 years, and the sale or such 
interruptible gas was not essential to enabling bue 


sale of gas on a firm basis at competitive rates, 
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then. large volume sales of interruptible natural 
Sas Could be nov in whe public interest, 
fo the extent that interruptible gas 
Sales displace other fuels produced in Canada and 
for which no other markets are available, 
especially if such: interruptible sales are not essential 
to maintaining an overall competitive rate for firm 
Sales or maintaining adequate long-term proven 
Prescrves, then laree volume Sales yor nrerrupulpie 
natural gas could be not ain the publie interest. 
heference was made carlicruim tits Cee 
mission to the effect of the utilization of under- 
sround gas storage, The exeent CoO which wuch 
storage is available and gas can be delivered there- 
from, and the conditions and terms under which the 
operators of such storage may be able to purchase 
gas in off-peak periods from the transmission company 
for-injection into storage, must not be overlooxred 
in determining the wisdom of the universal sale of 
large volumes of interruptible gas. The injection 
of. such gas into underground storage which otherwise 
would be sold on an interruptible basis, does not 
affect in any way the operations or economics of the 
producer or transmission company, but has the advantage 
of conserving such gas near the ultimate market for 
firm sale purposes at times when, because of pea 


conditions on the transmission line, the gas would 
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not otherwise be available. 
Given adequate proven reserves of natural 
Pas and-proper conservation of such reserves to 
assure a long-term supply being available to meet 
all firm demands, then, for the reasons herein submitted, 
the sale of natural gas to industry on an interruptible 
Dasistre Ln the national-intverest, 
a The policies which will best serve the 
national interest in relation to the export of energy 
and sources of enerey from Canada: The remarks on 
this bopicvare confined to the exporv or natural cas. 
lt is submitted that, except on a reci- 
procal’ basis, no export from Canada should be permitted 
of natural gas required to meet the demand in Canada 
over an extended period of time, While it is 
difficult to determine the period over which the 
demands of the Canadian market should be protected, it 
istourropenion that: 40 years shoularbe an abcolure 
minimum as it requires at least 20 years! supply 
to finance the systems required to market gas and the 
demands will be growing during that period. Thus, 
it is reasonable to consider that ample gas should 
always be maintained to meet the Canadian demand for 
a ininimom period of 30 years before export to other 
countries is permitted. 
The export of gas, while obviously depleting 
the available supply of this commodity, would have 


the following effect on various segments of the industry 
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(a) Increase the revenues of the producer, 
thus affording him needed additional capital to 
continue exploration for and development of addition- 
al reserves to meet future demands of the Canadian 
market, This additional revenue would also tend 

to enable the producer, through the sale of larger 
volumes, tO operate satisfactorily and earn a 
reasonable return on his investment at a lesser 
eharge per M.C.F. of gas sold to the pipeline 
company for use in Canada than would be the case if 
no revenue were obtained from the export market, 

(b) Increase the volumes of gas handled by the 
pipeline companies, thus increasing their revenues, 
although not necessarily their load factors, and 


enablinse them to earn revenues more in line with a 


= 
reasonable return on their investment and/or; 
(c) Give more assurance that the Canadian 
distributor customers of the pipeline would be able 
to purchase their gas requirements at a more reasonable 
rate, thus making possible lower rates to the consuming 
public. 

Thus, while there are valid reasons support- 
ing both the export and the prohibition of export 
of gas, it appears that, on balance, some export of 
natural gas could be considered as being in the 
national interest, if adequate reserves to meet the 
Canadian demand are always assured for a period of 


at least 30 years. In order to provide such assurance 
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1G would be necessary to consider each application 
for authority to export gas or to increase the 
volume being exported in relation to the remaining 
Canadian reserves and the potential remaining Canadian 
demand at that time, unless the proposed export 
to Prev caved On ia reciprocal import. basis , 
Ds Problems involved in, and the policies 
woich ought to be applied to, the regulation of the 
transmission of gas between provinces or from Canada 
LO anouner Country, Wien parviculam reference Go 
toe reculation of prices or rates to be charged 
Or paid. and the Pinancial structure snc control. of 
pipeline corporations in relation to the setting of 
proper prices or charzes.. 
Generally speaking, all natural gas dis- 
CFibUcLON organi gations in. Canada are regulated as regards 
rates of charges for service rendered, and other matters, 
by Provincial or local regulatory boards or Commissions 
acting in the anverests of Bhe consuming public, as, wer 
as in the interests of the gas distributing organization, 
Two of the greatest problems always under 
consideration by the gas distributors are the adequacy 
of available gas supplies over a long-term period 
and the cost per M.C.P, of such gas. The consuming 
public are also vitally concerned with each of these 
problems, as both have a bearing on their comfort and 
On Divine Coste. 
Probably the greatest single annual cost 


item that any gas distributor has is the cost of gas 
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purchased for re-sale. This cost of gas therefore 
has a great bearing on whether or not the distributor 
can sell its product in competition with other fuels 


and, continue to carry om @ publicsservice, 
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AS provincial or local regulatory 
boards or commissions have not power to regulate opera- 
tions of interprovincial pipelines, it would 
appear then that some national board or commission 
should be Chareed with the. responsibility of 
Seciie bhaG 2 prine fuel. suchas natural gas, being 
transmitted interprovincially for sale throughout most 
Provinces Of Ghee. country 18, af ac.eall possible, 
made available .to as many residents and business 
establishments of the country as possible, at a 
reasonable price. .in considering the reasonableness 
OF such rice, .welLeht mould Je Sliven to thepract 
that the transmission company must be able to earn 
an appropriare rate of réetvurm On its investment: 
aller paying the producer Dor gas to Ue, trancmitced 
through the line a price commensurate with the risks 
taken. by producers in exploring for and developing 
gas reserves. 

Such a board or commission should also have 
jurisdiction over the rates charged for natural gas 
being exported from the country in order to assure 


7 


that consumers of gas in Canada will not be dis- 
criminated against through the export of gas at an 
unnecessarily low price. 

In this manner the provincial or local 
rate fixing authorities could carry out their 
functions of determining that to the extent possible 


adequate supplies of gas would be made available to 
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the distributors in the areas under their jurisdiction 
ab prices which were under the scrutiny of a national 
body. Such a policy, affecting only pipeline companies 
involved in interprovincial or international operations 
would in no way be in conflict with the jurisdiction 

OF *PPOVincial vor local poardsa, 

A national body such as that contemplated 
herein might also be given sme authority over the 
proposed financial structures, and changes therein, 
of pipeline companies operating on an interprovincial 
or international basis. This jurisdiction, however, 
might be confined to such matters as the adequacy 
or financing to enable vhe completion and proper 
operation on a sound basis of proposed pipeline 
projects. In the final analysis the institutional 
and other lenders and investors, who usually 

z 
eribwecally scrutinize such projects before investing 
in any of the securities to be issued therefor, will 
not Fisk their funds ima projeco Unless they are 
convinced that it is a sound investment. 

Some uninformed investors might consider 
the issue of securities bearing the approval of a 
national commission or board as being in the nature 
of a governmental guarantee. Further, most if not all 
of the provinces already have securities commissions 
40 screen and set minimum disclosure regulations 
zoverning the sale of securities within their 


respective provinces, 
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It would appear that so far as the maneer 
in which pipeline or utility projects are financed 
is concerned, the interests of the public are protected 
if the allowable earnings of the company operating 
the facilities are restricted to a reasonable rate of 
return, established after consideration of the risks 
involved in the venture and the returns available 
from investing in other projects of comparable risk, 
On the Tair value of ail pleny plus) working capitals 
etc., actually dedicated to the operations being 
Caceeed son, 

All of which is respectiuidy submivited py. 
Unron Gas Company-or "Canada, skimited and? tus, Subsialary 

The balence, of the submission, Sir, abs tne 
schedules av the end of the submission, 

THE CHAIRMAN: Thank you very much, Mr. 
Patan, 

If counsel would agree, Unless they suggest 
some other course, and unless it 18 Soing to prove 
very inconvenient to you gentlemen, we might adjourn 
now and reassemble in this Council Chamber tomorrow 
morning at nine-thirty. 

MR. PALIN: Vesey ie 

MRA PATTIEEOs Perfectly satisfactory, 

Me. Chairman, 

THE CHAIRMAN: Gentlemen, we will adjourn 
now and re ssemble in this Council Chamber au nine- 
thirty tomorrow morning. 


---Whereupon these proceedings adjourned GG wis Klan 
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VOLUME NO, 48 - July 4th, 1958 


Pages 6623 - 6624 - Substitute "Mr. Coates" 
for "Mr, McNeill" 


Page 6623 - 4rd line from the bottom - Ada 
the word "value" after the word "fair" 


Paze 6636 


6th line from the bottom - Substitute 
the word "sas" for the word "gases" 


Page 6646 - 10th line from the top - Substitute 
the word "could" for the word "couldn't' 


Page ©6647 - 12th line from the bottom - After the 
word "and" edd the word “after” 


Paze 6651 - 12th line from the top - Delete the 
word "but" 


Page 6652 - Last line - Substitute the word - 
"would" for the word "always" and 
Bubstituce “Mr. Coates” for “Wire Tippy! 


Page 6653 - 6th line from the top - Substitute the 
words - "the privilege" for the word 
“experience” 


VOLUME NO, 49 - July 5th, 1958 


Page 6766 - 10th line from the top - After the 
word "as" add "Trans-" 


Page 6772 - 4th line from the bottom - Substitute 
the word "obtain" for the word "avoid" 


Page 6782 - Last line - Substitute the word 
"industry" for the word "utilities" 
Page 6783 - 12th line from the bottom ~ Substitute 


the word "fine" for the word "fina" 


Page 6810 - 10th line from the top - Substitute the 
word "province" for the word "project" 
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M-2e2-1 


M-22-2 


M-22-3 


M-22-1 


M-22-5 


M-22-6 


M-22-7 


M-22-8 


M-22-9 
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Interim Submission of the 
Department of Mines, 
Province of Nova Scotia 


Document entitled "Proposed 
sale of Natural Gas at Niagara 
International Connection to 
wennessee Gas Transmission Co, 


Submission of Trans-Canada 
Pipe Lines Limited on gas 
storage 


Document covering Probable 
Impact of Trans-Canada's Gas 
Sales on the markets for oil 
and coal in Ontario and Quebec 
for the year 1962-1963 


Comparison of ERC-SRI Market 
Estimates 


Document re application of 
suggested method for ascer- 
taining amount of gas for export 


Submission of Mid-Continent 
Pipelines Limited 


Submission of Western Decalta 
Petroleum Limited et al 


Submission of Quebec Gasoline 
Retailers and Garage Opera- 
tors Association Inc, 
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Montreal, Quebec, 
July 22, 1958, 


---On resuming at 9.30 a.m, 


THE CHAIRMAN: The Commission will now 
resume its hearings, Mr, Pattillo? 

MR, PATTILLO: Thank you, Mr, Chairman, 

Mr, Palin, I would like to ask you some 
questions, if I might, regarding storage and I 
wonder if you would please turn to your Schedule 12, 
Now, as I understand from this schedule the Storage 
Company presently has four pools; is that correct? 

MR, PALIN: Yes, sir, 

MR PATTILLO: And there is another pool 
that Imperial O11 presently owns which in your 
opinion is going to be suitable for storage; that 
is the Waubunna pool? 

MR, PALIN: The pool is owned jointly 
at the present time by Imperial and Union, 

MR, PATTILLO: And that would be suit- 
able? 

MR, PALIN: Yes, ‘Sar, 

MR, PATTILLO: When do you anticipate 
that that pool will become available for storage? 

MR. PALIN: Tt is presently a producing 
gas field and at the present rate of reduction 


from that pool, Imperial's portion of the gas would 
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have all been produced on or about the first of 
December, 1959, That pool will be available not 
later than that date and there is a possibility, of 
course, that it could be made available a little be- 
fore that by arrangement with Imperial on payment 
for gas before it is actually produced. 

MR, PATTILLO: Then, we come to the two 
pools in the Dawn area that are presently owned by 
you. people, which will become available some time in 
the future. Can you give us any idea as to when 
they will become available? 

MR, PALIN: On the basis of our present 
projections it will be some time within three or 
four years from now, That 1s a flexible date, 
depending on requirements. In four years they 
could be down to cushion pressure but before that 
time they may be ready. 

MR, PATTILLO: Then the last two, Nos. 

12 and 13, I notice that you say they are considered 
to be good potential storage areas. What is the 
reason for the change in the language regarding 
those two fields as opposed to the others? 

MR. PALIN: Well, from what is known of 
these two pools at the present time, our geologists 
feel they are potentially good storage areas. The 
reason for the hedge on the statement is that there 
is some oil produced in those pools. They are 


both owned by Imperial O11 and there is some oil in 
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them which Imperial want to carry on with and that 
would have some effect as to when they will be 
avallable for storage. The other point is that 

the fields have not been completely delineated as 
to how far the storage can extend, However, it 

is the feeling of our geologists that some day ee 
will be storage areas for somebody. 

Ni.) PAL EGLO % But they have not advanced 
to the stage where you could even give a rough esti- 
mate as to when they will be available? 

MR, PALIN: No, sir, there has been 
quite a bit of production at the Kimball-Colinville 
pool, and as I say they are directly under the con- 
trol of Imperial and I do not know what their think- 
ing would be. Possibly in the space of the next 
two or three years Kimball-Colinville could be 
available for storage if the oi] production did 
not interfere and it was properly delineated, 

MR aPATPILLO: Now, apart from these 
pools that are listed there, are there any other 
known possible pools in Southern Ontario available 
for storage? 

MR, PALIN: Yes, Sar At the bottom 
of page 22 of the blue book there is reference 
made to two pools and possibly I might read that 
short paragraph: 

"Tn addition to the pools listed on 


Schedule 12, there are other natural gas 
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pools or formations in Southwestern Ontario which 
might also be adapted for storage purposes, The 

two most prominent of such pools are the Seckerton 
and Corunna, the gas produced from which is currently 


being purchased by Union. While the combined 
capacities of these two pools at original pressure 
was approximately 17 billion cubic feet, because of 
the fact that oil is being produced with the gas and 
the pools have not as yet been definitely delineated, 
the potential efficiency of their operation as 
storage areas has not as yet been determined." 

MA! PATER: Apart from those two to 
which you have referred on pages 22 and 23, you 
know of no others? 

MR, PALIN: There are some smaller pools 
that might be made available in various sections of 
the area but in the opinion of our geologists they 
are not what you would call preferred storage areas. 
They may be marginal. Some of them are relatively 
small, some of them we do not have enough exper- 
fence as yet to know just what the potential would 
be, but there are several in that category. 

MRey PAPTIGLO: What does your company 
think of the potentialities of the Tilbury pool? 

MR, PALIN: Our geologists who have 
looked into that figure that the storage of gas -- 
it is impractical to use the Tilbury field for the 


storage of gas, both from an economic point of view 
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and from an operating point of view. 

MR. PATTILLO: Now, would you please 
explain to the Commission what are the qualities 
necessary to make a particular pool a good potential 
for the storage of gas? 

MR, PALIN: There are several of those, 
and possibly the major one is that you know the 
outlets of the pool that you are going to store gas 
LEY ¢ You have to know if you will have the entire 
pool under your control, Other points are the 
permeability of the structure as to the rate at 
which gas can be injected and withdrawn from the 
area; the fact as to whether or not the pool was 
originally a sweet or sour gas pool. Sour gas, 
hydrogen sulphate content would mean that the gas 
stored in there would have to be purified when it 
came out and that would be a cost. That is the 
trouble with Tilbury, it would’ all have to be 
purified on withdrawal. Then, the original 
volume content of the pool, as to the amount of 
gas that it would store; the proximity of the pool 
to a major transmission line that could take the 
gas to market; a matter of the pressures, the horse- 
power required to get the gas in and out of storage. 
Those are the major items to be taken into considera- 
tion in determining the value of a potential storage 


area, 
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certain headings and would you explain for the 
record what they mean? For instance, "Total 
Capacity of Pool", I understand what you mean 
by that, but what do you mean by "Cushion Pres- 
sure"? 

MR, PALIN: There is a certain volume 
in each pool of gas that must be left in there at 
all times to maintain a pressure base. That is a 
volume of gas to maintain a pressure base. The 
gas has to come out under pressure and it is 
within, you might say, an economic range as to 
the volume of gas you maintain there at all times 
to maintain pressure, 

Suppose we look at cross-line No. 1, the 
cushim pressure is 550 pounds. That means we 
would never pull the pressure of that pool down 
below 550 pounds, and with 550 pounds there would be 
Spahpe5,376-billion,cubic. feet of cas sinethespooi. 
In other words, on that basis a portion is not 
available for sale; it is really part of the plant 
and we carry that gas on the balance sheet as 
parteot the plant. 

MR. PATTILLO: Why iS 10 ity ine case on 
that pool you need a cushion pressure of 550 where - 
as in connection with pool No. 4 you only require 
a cushion pressure of 200? 

MR, PALIN: The Dawn 5985 on line 1 is 


what you might term our key pool. If I might 
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jump to columns 7 and 8, you may notice that 


pool C when it is at maximum pressure -- in 


other words, the working storage capacity when 


completely filled up is capable of producing 
270 million a day, and down to cushion it will 
produce 179 million a day, which is the best 


pool in the group. The intention is to hold 


that pool so we can always have one pool to pres- 
sure up to meet a peak day late in March or if 
something goes wrong with the compressor station 
we have a reservoir to produce gas in one day. 
It 1s a safety and operating factor and under 
our proposed method of operation that will be 
kept as close to maximum pressure as possible, 

Dawn No. 1, on line 4, I might say 
that is a relatively small pool but the theory is 
the same, That pool will bertalled up ins the 
storage system in the summer season and it will 
be pulled down as gas is required in the winter, 
down to cushion pressure, Some of these will be 
pulled down at the beginning of the season and 
others will be pulled down at equal rates, so they 
are not looked on as key pools. You. might say 
they are being maintained to meet emergencies of 
a very late season peak day. 

MR, PATTILLO: Now, what are the costs 
that enter into the problem of storage of gas? 


MR. PALIN: The major costs may be termed 
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as a group as fixed costs; that is the cost of dis- 


covery of the pool area and what is more important, 


buying a pool. You have to buy a pool with the 
base pressure gas that is in there, and it could be 
quite expensive to buy it. Therewisy bie macverach 


the storage lines in the field as compared with the 


actual transmission line to carry gas across the 
country. There is the compressor station require- 


ments from the fixed capital point of view. 
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There are large amounts of working capital 
that will have to be maintained in a storage company 
to finance their input of gas that is being maintained 
from day-to-day sales. It needs a lot of capital 
to pay for the gas you put in in the summer to carry 
it during the winter. There are the compressor 
operating costs, the payments to the land owners 
from whom the actual storage area is leased, and 
there is the cost of drilling and deepening wells in 
a storage area. The original wells may not be satis- 
factory for storage purposes. You may want to change 
them in some way. All those costs enter into the 
capital costs of storage, On top of that there are 
the usual labour costs, municipal taxes, income 
taxes, interest on investment and depreciation. 

MA cPATTIELOs Am I correct in thinking 
that the operating costs of a pool are in the 
industry broken down, as are the operating costs of 
a transmission gas company, between demand and 
commodity? 

MR, PALIN: Yes, they can be broken down 
on that basis. In our estimates we break them 
down in that way. 

MR. PATTILLO: Would you just illustrate 
what you put in the category of demand? 

MR. PALIN: As a broad statement, most 
of the items go into demand. Take an item of muni- 


cipal taxes on the pipelines and on the wells, They 
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are the same whether the wells and pipelines are actu- 
ally operating at all or at capacity. They are 
fixed. Practically all the labour is a fixed cost 
because the staff have to be there whether the line 
is in operation or not. They have to be available | 
to put it into operation. The main commodity items 
are the items of compressor fuel, which is a fairly 
expensive cost when you are storing gas against 
pressure, and compressor maintenance, We usually 
break that down to 50 per cent to demand and 50 per 
cent to commodity. If the line is operating the 
maintenance costs are greater, but even if it is not 
operating you have maintenance costs. Lubricating 
oil is in the same class and goes into the commodity 
because you do not use it while it is actually operat- 
aes Then there are a very few of the other expenses 
-- I cannot think of the major ones at the moment -- 
that are broken down between commodity and demand on a 
sort of arbitrary basis, a more or less judgment basis. 

MR, PATTILLO: In determining whether or 
not a field that is suitable for storage should be 
utilized as such, does the location of the field to 
the potential market for the gas enter into the 
consideration? 

MR. PALIN: Yes, ib coes, 

MR. PATTILLO: Would you explain why? 

MR. PALIN: Well, if the filela is close 


to a major market, your transmission costs are a lot 
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less. The costs of getting the gas to and from 

the storage area are a great deal less than they 
would be if the field were several hundred miles away 
from the major market, 

MR. PATTILLO: Are the transmission costs 
to and from a storage field relatively high as 
opposed to the transmission costs of a pipeline 
system? 

MR. PALIN: Well, the same factors enter 
into the transmission of gas in either case, I would 
say there is not a great deal of difference in the 
Sivalenc costs. 

MR. PATTILLO: What I was thinking of was 
the load factor. Could you explain that at all to us? 

MR. PALIN: It all depends on the load 
factor in both cases -- the load factor on cross- 
country transmission and transmission storage. They 
are both affected by load factor. That is common 
to both. I was just dealing with the differences 
between the two. 

MR, PATTILLO: I know it is common to 
both, but what is the general experience in trans- 
mitting to a storage field as to the load factor? 

MR. PALIN: As far as the storage field 
is concerned, in actual practice, the critical point 
of the load factor is when you are taking gas out 
of storage to meet the peak demand in the winter 


months, It is possible to interject it into the 
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pool on an even basis and at a lower rate per day 
throughout the summer to get the gas in the pool, 
but the load factor of a storage system could be 
very poor on the withdrawal side because of the 
fact that you are maintaining that gas there to 
meet a peak day and you have to have the capacity 
in that pipeline to meet that peak and you may only 
use it half a dozen times a year, and yet the capa- 
city is there for the whole year. 

MR. PATTILLO: Now, in the operation of 
a transmission system -- I do not know whether I put 
this question very well but I hope you get what I am 
trying to drive at -- would you explain the function 
of a storage system? When one is setting up a trans- 
mission system for gas and bringing it from fields and 
selling to distributors or when one is°in fact a 
distributor of gas himself, what is the function in 
his scheme of things of the storage system? 

MRE PAGIN: Well, using our own companies 
as an example, storage in our case performs more than 
one major role. For instance, we have been able to 
buy gas from the United States in the summertime, 
pring it “in and put it dntvo svorage. jg Verets 
contract we are empowered to import from the United 
States during the months of April to October inclusive 
each year 5.5 billion cubic feet of gas. We do not 
need all of that gas in the summer; with our local 


contracts and local production actually we need a 
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relatively small portion of that. So the balance 

Of ts, say, aso much as" 70" TO 75> per cent, Ve put 

into storage. It stays in storage till we require 
it in the winter, and with the large house heating 
load that we have in our territory that gas is avail- 
able to meet that house heating demand. LIVLG Was 
not for the storage in that case we would not be able 
to buy that particular gas, because we can only get 
it in the summer, and there is no market for it in 
the summer. We have been able to hold that gas for 
firm sales to house heating loads over the winter 
months, The storage enables us to get the gas in 
the first place and to hold it to meetthe peaks. 

MR, PATTILLO: Would storage gas ever be 
used for interruptible sales, for example? 

MR. PALIN: There, again, speaking for our 
own companies, we do not have any interruptible sales 
at the present time except interruption only to the 
extent required by the Ontario Fuel Board Act in 
case of emergency. So we do not have any interrupt- 
tobe “sales as such, I do nots think we -ecularatrord 
to store gas and then use it for interruptible pur- 
poses. You only put the gas into storage to meet 
peaks, and if you drew that out and sold it for 
interruptible purposes, you would be sold out in 
the peak periods, and I do not think we could afford 
to do that. 


MR. PATTILLO: Again using your company 
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as an illustration, if you did not have storage 
Faciltties, In order to have flexibility in your 
system would you be forced to be selling interrupt- 
ible gas? 

MR, PALIN: Diets ae ravher Gilet vouds 
one to explain. Our present contracts we entered 
into knowing that we had storage. If we did not 
have storage we could not have entered into that type 
OF .COncract., If we just bought the gas on the basis 
that we would have needed it without storage, we would 
have paid more for our gas and we could not have 
handled the proportion of the house heating load we 
now have. In other words, we could not have met our 
peaks. The cost would be so high that we could not 
gev that.out of the market, 

MR. PALDEELO:s That is what I am trying 
tO. eet av. Because of the load factor that you 
would normally have in your system, if you are going 
bo try to improve. the load factor, th yous naverno 
storage facilities, don't you have to sell inter- 
ruptible gas? 

MR. PALIN: Yes, we would be interested 
in interruptible gas on that basis. Tal as correct, 

MR. PATTILLO: Now, in determining whether 
a company is going to sell interruptible gas or is 
going to take advantage of storage facilities, what 
would be the factors that they would take into con- 


sideration? 
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MR, PALIN: I suppose they would take 
into consideration the effect on their load factor 
of buying the gas. if they bought 10 during .the 
summer and put it into storage rather than buying 
it in the summer and selling it for interruptible 
purposes, that should have no effect on the load 
LacLor, Generally speaking, it would be the same 
in either case. So it would get down to the point 
of view, then, as to what firm load they could make 
available in the periods in which this otherwise 
interruptible gas was not available, what they could 
sell that gas for and what it would cost them to store 
that gas themselves or have somebody store it for them. 
All those things would have to be taken into considera- 
tion, Before it would be advantageous to store gas 
and sell it as firm gas rather than interruptable, it 
sets down to the economies and the availability of a 
market, of course, for the firm gas. 

MR. PATTILLO: What is the most expensive 
item in the storage of gas -- transmission or the 
actual storage in the field? 

MR. PALIN: In our case, the case of the 
Union Company's storage, one of the big items, of 
course, is the cost of the gas we buy ourselves and 
put into storage. Then the so-called fixed costs 
are by far the biggest item of storage costs. 

MR. PATTILLO: Perhaps I can illustrate 


this way. When Consumers! Gas were before us, Mr. 
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Jones told us that they were storing gas under 
contract with your company and that they had a 
REKcd COSv ror thal jac, Now, what would be the 
biggest item that would go into that cost to hin, 
the transmission of it from the lines to storage 
and out of storage? 

MR, PALIN: In that particular case -- 
each one of these has to be looked at on its own 
merits; you never get two cases exactly the same. 
Incidentally, I was not present when Mr. Jones gave 
his evidence and I am not too familiar with what he 
did say, but in the case of that particular contract 
with Consumers! the transmission costs, as apart 
from the storage costs, make up about 50 per cent 
of the total” tosts, In other words tsi -his? fine 
happened to be right close to our storage or, con- 
versely, if our storage had been close to hisiine, 
then the total cost vo him, as farvas what he is pay— 
ine to Ontario Natural Gas for storage’ is concerned, 
would be 50 per cent of what it is now, If he has 
a long return haul to get back to his market he has 
a cost. as fartas hauline thew gas as concerned, 1h 


his market is 300 miles from storage. 
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MR, FAPLTILLO: When you are using 


that figure of 500 miles, you are aggregating the 


mileage in and out? 

MR. PALIN: Thay 126 8 round trig, 
yes sir. If the storage were right at market, it 
would be no miles. If it is 150 miles away, you 
have to haul that gas both ways. Lo ose) 300 
mile haul for the gas. 

MR, PATTILLO: These present fields 
that your company is operating, and the ones that 
you consider good potential, are any of those sour 
gas fields? 

MR. PALIN: No! 815, 

MR. PATTILLO: None of them are? 

MR. PALIN: No. I might say that 
none of the fields on schedule 12 are sour gas fields. 

MR. PATTILLO: So that are you in a 
position to give us any help as to what it cost to 
make sour gas fields potential storage fields? 

MR, PALIN: The additional cost using 
sour gas would be the purification of the gas. 

MR, PATTILLO: So that you would have 


a purification as if you were originally drawing from 


a sour gas field? 

MR. PALIN: Yes sir, that 18 rignt, 
You would have to purify all the gas after it came 
out. 


MR. PATTILLO: Thank you. 
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THE CHAIRMAN: Mr. Frawley? 

MR. FRAWLEY: Thank you Mr. Chairman. 
Mr. Chairman I should like to make a short statement 
at this time concerning our position. I do not 
propoee to take the time of the Commission in asking 
a series of questions relating to the employment of 
Ontario Natural Gas reserves and storage facilities 
to help meet the requirements of the Eastern consumer. 
I suggest, with respect, that the Commission itself 
is in a position to get all of the information of 
that character that it deems necessary. 

The Premier of Alberta already has said 
to the Commission that the gas requirements of Canada 
are and will receive preference in so far as Alberta 
is concerned. The Province is making a study, and 
will make periodic studies to determine how established 
reserves, future reserves and storage reservoir in 
Alberta can best be utilized to meet the Canadian 
requirements. We believe that similar studies 
should also be made by the other gas producing 
provinces, including the Province of Ontario. This 
is particularly important from the point of view 
of the Eastern consumer. 

With respect to interruptible gas, we 
believe that a certain amount of such Sales are 
in the interests of the consumer, and of the pro- 
ducer, but we also believe that indiscriminate use 


of interruptible sales to build a very high operating 
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load factor may not be in the interests of either 
the producer or the consumer. 

We have not had experience in Alberta 
with interruptible sales, but we base our statement 
on the basis of two natural gas investigation reports 
made by the Federal Power Commission in 1948. il 
refer to Federal Power Commission docket number 
G580, the report being dated April 28, 1948. These 
reports stress the value of storage projects near 
high consuming areas in the interests of converting 
interruptible sales to firm sales. This of course 
can only be done economically if the in and out cost 
of storing gas are less than the spread between firm 
and interruptible sales. 

Having made that statement Mr. Chairman, 
I have no questions for the Union Gas officers. 

THE CHAIRMAN: In referring to the 
FE. PP, C, docket, is that the Fanning statement? 

MR, FRAWLEY: Those are the reports - 
it is really one report sir, it came out in two 
volumes; one being a report of Commissioner Smith 
and Commissioner Wimberly, which is commonly referred 
to as the Smith-Wimberly report; and the other which 
came out at the same time is the report of Commissioner 
Olds and Commissioner Draper. lL put thav into the 
record because I am quite sure that those reports are 
available. It may be that the Commission staff 


already have them. 
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THE CHAIRMAN: Thank you very much, 
MR, COMMISSIONER HARDY: Mr. Chairman, 
the information we had from Consumer's was that their 


storage contract with Union was costing them about 
31 cents Mcf, and they also gave us a figure, their 
lowest rate for industrial interruptible was 40 
cents, and their lowest figure for firm industrial 
was 7O cents, so that you could see by a little 
simple arithmetic that the economics of their opera- 
tion - you add 40 and 31 and get 71, so that you can 
see the economics of their proposition is that they 
can afford to spend on storage per 1,000 Mcf what 
would convert gas that could normally be sold - other- 
wise sold as industrial interruptible could then be 
sold as firm industrial, and I am wondering what is 
the governing figure in your case where you are not 
selling any interruptible industrial? 

In other words, for every 1,000 Mcf of 
storage that you get what is the value of that, or 
you increase your market, you can increase your market 
but is that to the domestic consumer or te the 
industrial consumer? 

MR. PALIN: We can increase our market 
to both. We put gas in storage, if I gev your 
question right sir, we can put gas in storage in the 
summer-time that would otherwise not be available 
to nis. We can withdraw that in the winter-time to 


meet the demand of all our firm customers. We only 
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have firm sales. We have not interruptible sales. 

MR. COMMISSIONER HARDY: Then it might 
be economical to view the cost of your storage at 
what you sell to domestic consumers; might be 
$1.30, it might be worth $1.30 to you per Mcf in 
some cases? 

MR. PALIN: Eoyou Looki at 2b. thas 
way, we could take - say if our domestic rate is 
$1.15, we can sell that gas for $1.15 only from gas 
we have had in storage. The value of that storage, 
you might say, is somewhere between the price that 
you actually pay for the gas and the $1.15. 

MR. COMMISSIONER HARDY: Well that is 
a lot - definitely would be a lot more than the 31 
cents? 

MR. PALIN: Oh yes. 

MR, COMMISSIONER HARDY: That the 
consumers are now paying? 

MR. PALIN: I was thinking ef the 
value as compared with gas, yes, it world be a lot 
more. 

MR, COMMISSIONER HARDY: Then the value 
of the gas that is made available to you then by 
storage could vary tremendously depending on what 
your own particular market is like, is that a sound 
conclusion? 

MR. PALIN: Yes sir, from a value point 


of view, yes. 
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MR. COMMISSIONER HARDY: Then it would 
also follow that if you were considering economics 
of a certain storage field you might come up with 
entirely different answers depending on whether 
you werereonerdering it from Ghe poinsk -of view. of 
Union Gas with your present operations as compared 
to considering it from the point of view of the 
Alberta producer, Trans-Canada and maybe Union Gas 
as a distributor? The economics then would be 
quite different between those two cases? 

MR. PALIN: Actually in our corporate 
Set-up, we have a separate company that operates 
the storage for wholesale. The Union Gas Company 
buys from that storage company as do other oustomers. 
The storage company has several customers including 
Union. Both from the economics of operating that 
company, and the storage company are much the same 
because that company sells gas to the storage company, 
sells gas to its customers on a demand commodity 
basis so as far as they are concerned, as far as 
this storage company is concerned their sales of 
gas, youunignt say, sthateit-tsanone of stheiueconcermn 
what they are ultimately used for. 

MR. COMMISSIONER HARDY: Each dis- 
tributing company buys the gas and figures what it 
is worth tu them? 

MR, PALIN: That dsertehe- 


MR. COMMISSIONER HARDY: It might be 
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worth a different amount, or have a different value 
with each company? 

MR. PALIN: That LS rient, yes sir. 
As far as the storage company is concerned, they 
have a uniform rate for the sale of gas to whole- 
sealers for the utilities. Lt is in the hands of 
the distributor then knowing what their costs of 
gas are as to what they do with that gas, what rates 
Chey (Can ceu Lor it. 

MR. COMMISSIONER HARDY: Surely from 
the other point of view - I am not suggesting there 
is anything wrong with what is being done now. 

MR. PALIN: I just hope I get your 
question, 

MR. COMMISSIONER HARDY: It surely 
would vary but if you were analyzing the advantages 
of storage as a method of controlling load factor, 
from the point of view of the whole industry 
starting with the producer in Alberta and coming 
east to Trans-Canada, through the storage company 
and through the distributing companies, that you 
might have a different answer as to its value in 
dollars and cents than you get under the present 
circumstances where you are dealing with a dis- 
tributing company and a storage company. 

MR. PALIN: There are a lot of factors 


to be taken into consideration in such a calculation. 


———. MR, COMMISSIONER HARDY: That is a point, 
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the factors are not the same under two separate 
circumstances. 

MR. PALIN: You might, for the sake 
of interests - for the sake of argument have a 
certain amount of gas available in the summer that 
could be used for interruptible sales. There may 
not be that volume of storage available to handle 
that, so you couldn't compare the two. in? other 
words, maybe there is only storage available for 
50 per cent of the volume you are thinking of 
coming in as interruptible. 

MR. COMMISSIONER HARDY: It requires 
an individual study in other words? 

MR, PALIN: Yessir, that: is the 
CP ELCuLay . 

MR, COMMISSIONER HARDY: Then it also 
would be true would it not when your geologists 
tela yous that: the, Tilbury, field is not, economical 
for storage, for your purposes, that might not 
necessarily be the right answer if you were con- 
sidering the whole situation in eastern Canada 
with Trans-Canada and the Alberta situation? 

MR. PALIN: As tar as the Tilbury 
field is concerned, our geologists looked at that, 
let us say, from a national point of view rather 
than just our own purpose. 

MR. COMMISSIONER HARDY: They did? 


MR. PALIN: That 1S Fight. You see, 
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some of that coal is on land, some 18 odd thousand 
acres, © pDelLeve, on land, They have no idea how 
far it, goes out on Lake Erie. They have never 
been able to delineate that. There could be as 
much as 50,000 acres just as a guess in view of 
the wells that have been drilled out there. EGS 
sour gas, all the gas taken out would have to be 
purified. Then there have been so many wells drilled 
in that area - it is practically one of the earliest 
discovered pools in Ontario - there have been so 
many wells drilled and abandoned in that pool that 
you would very likely have to go back and replug 
a great many of the wells to make it tight for storage 
so you wouldn't lose gas. 

Further, there is water dried in that 
pool of which they do not know the characteristics. 
It may be that the storage of gas would just push 


the water back and then it may be that it wouldn't. 
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MR, COMMISSIONER HARDY: On this sour gas 

business, what would you be taking out -- the sulphur? 

MA PALIN: epi cers 

MR. COMMISSIONER HARDY: From the infor- 

mation we had in Alberta, why, sulphur should have 
quite a value down here, 

MR. PALIN: At the rate we are taking it 

out we do not even maintain it. 

MR, COMMISSIONER HARDY: Lt is too small? 

MR, PALIN: Yes. 

MR, COMMISSIONER HARDY: If there was a 

lot more storage it might become self-sustaining? 

MR, PALIN: There may be enough to con- 

taminate the gas without recovery. I don't think 
there is any sulphur recovery in Ontario. 

MR, COMMISSIONER HARDY: There is no 

danger of sulphur competing? 

MR, PALIN: No. 

MR, COMMISSIONER LEVESQUE: On pace 51; 

the last paragraph, you say: 

"A national body such as that contem- 
plated herein might also be given some authority 
over the proposed financial structures, and 
changes therein, of pipe line companies 
operating on an interprovincial or inter- 
national, basic. 

On the other page we have: 
"aome uninformed investors might con- 


sider the issue of securities bearing the 
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approval of a national commission or board 

as being in the nature of a government 

guarantee." 
Do these go together? On page 51 you seem to 
approve it, and on page 52 you seem to be a little 
SCOITIS tL Us 

MR, PALIN: L° think, sir, what I was 

trying to get across -- actually this information 
was in answer to one of the questions that were 
directed to us by the Commission staff, T thank 
that paragraph on page 51 we have to take down to 
the next sentence -- "A national body such as 
that contemplated herein might also be given some 
authority over the proposed financial structures, 
and changes therein, of pipe line companies opera- 
ting on an inverprovincial ortanternational basis, 
This jur.asdiction, however, might be confined to 


such matters as the adequacy of financing to enable 


the completion and proper operation on a sound basis 


of proposed pipe line projects." 

What I had in mind there -- this board 
or commission might look at the initial set-up of 
a company to make sure it was, in their opinion, 
properly financed so that they could bring their 
project to completion and into operation. Atal 
other words, if there was something like a Certifi- 
cate of Public Convenience and Necessity going to 


be issued, before that was done the board or 
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commission would satisfy itself that the project 
was properly financed so that it could be brought 
to completion, 

MR. COMMISSIONER LEVESQUE: Would that 
need authority? It would need to have authority 
to approve the financial structure. 

MR. PALIN: ec I assumed that poke 
was some body set up of this nature as far as 
financing was concerned. We felt, looking at 
the finances of these various companies, that was 
not necessary, but if there was going to be a 
certificate issued to a company to lay out a pipe 
line, this board would satisfy itself that it was 
sufficiently financed to get into operation. That 
is the only interest that they should take in it. 
In other words, if it was a fly-by-night affair 
that wasn't going to be financed it could be 
thrown out on unfinanceability. That aweetwnat a. 
Med iine mind there, 

Then, the statement at the top of page 32 
was one reason why it occurred to us that may be itn 
the best interests if this commission approved all 
types of financing for all companies. Some people 
may feel that this was guaranteed by a government 
body. 

MR, COMMISSIONER HOWLAND: Mrs ee in: 
you are probably fairly familiar with the situation 


in the United States as regards storage and 
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interruptible supplies. Yesterday we were told 
that Pennsylvania and Ohio did not allow inter- 
ruptible supplies. What I would like to know is 
if you have any information as to why, in these 


States, interruptible gas is not allowed? 


MR. PALIN: NGy eis I might say that 


I learned that myself for the first time yesterday, 
that interruptible sales were not allowed in those 
states. I didn't realize that was the situation, 
although I do know there is extensive storage in 
that area, Whether that has anything to do with 
it, £ don’t know, 

MR. COMMISSIONER HOWLAND: Have you any 
idea of the ratio of storage available to total 
sales in those states? 

MR, PALIN: No. I know there are ex- 
tensive storage facilities in those areas, that 
they do operate a number of storage projects, but 
what 1t is in relation to their sates, I have no 
idea, I imagine that information would be avail- 
able from the Federal Power Commission. 

THE CHATRMAN: Thank you very much, in- 
deed, Mr. Rogers, Mr, Weir and Mr. Palin,for the 
submission which you have given to the Commission 
and for the information with which you have 
supplied us; it is most helpful and valuable to us. 
We appreciate very much your cooperation, Thank 
you. Gentlemen, we will have a five-minute break, 


---Short recess. 
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Interim Submission of 


THE DEPARTMENT OF MINES 


PROVINCE OF NOVA SCOTIA 


Appearances: 

Honourable Ed Manson - Minister of Mines 

MP ewe. i, Gordan ~ Vice President and 
Manager (Coal), 
Dominion Coal Company 

Mr, Charles Appleton - Dominion Coal Company 
(Sales) 

Mr. Tom McLauchlan - President, United Mine 


Workers of America 


MR. PATTILLO: Mr, Chairman, we now have 
the Government of Nova Scotia coming before us to 
make some representations. They have filed an 
interim brief, which I propose be marked as M-22-1, 
---EXHIBIT NO, M-22-1: Interim Submission of the 

Department of Mines, Pro- 
vince of Nova Scotia, 

MR, PATTILLO: The Minister of Mines 
Mr, Manson is here with others from the Province, 

I am going to ask him to introduce the members of 
his group to the Commission. 

THE CHAIRMAN: Mr, Manson, would you intro- 
duce your colleagues? 

MR, MANSON: Yes, Mr, Chairman, I would 


like to introduce Mr. H. C. M. Gordon, Vice President 


a , 


eis 1 . 


AT GOS isl 0 ou 


} 
4 4 Va | 4 oe Bh 
Agree 26 socetole 


i i" | oh : } i ; 
ban tesbhesast acg7 « ‘cobson 48/0 <NM 
4 \ 7 s 


ree fd é A e 
Ta) s ve ¥ 
a. * * ms By i 


) . i 
j H i s ay 
virus at et taad sabe feet he Mee LGA asreeedd 


. ; exe" ‘ira ek ee a. : — 
Cet es a eeleGeR Om MoT «0; 


Li 


w/w le age Wynonna) Seiten & 


tas ay wn sel Ss ets ¢ mys | ae oun TREE TS iss 


ag avatee waines pigong aiioh 40 fosauttaved eag 


eist evar yar? Lsvollsaieaot ges snow BBA 


Ciei ie Potente ae f seneoga TL deatw , tetud mMrxecte 
1 7 ‘ im S 


4 
‘ Dat PP Stet ey ae — rere aes 
to ae leaand ian ts eA 0) e Son 12 ; TL Exe = 
5 “+ * - Giese 2 fete 
* shot ' ne : S 
+ ; ame 4 8 Mees 4 Poul = 
iy i Me + 
ee Sale 3 Y Ce ee FY ¥y - 
— ae . + be ott Or rer 4 ‘a 
fe 3 9 Oe) 4 ie % pe . DIEt Lie | He a 


 CeEResy ea wees mistso cei erent Bt ncene <a 
uf 
- ) 44 ype 


peel 40 || 
aratvism oy sewhotitir of vebel ale i cir ie Ty 


hin dealin cae & ons OF QHO"S 3 adel 
od 


Be ; _ bp . te 7 
vor binow. noma om | MANALARD are Nae 
q ie ivy ' 7 


ps ) f a, wee =~, 
YaougseLloo INOY Fe 


= : NM baa 


~~ 


ANGUS, STONEHOUSE & CO. LTD, 8371 
TORONTO, ONTARIO 


and General Manager of Coal, of the Dominion Coal 
Company; next to him is Mr. C. W. Appleton, in 
charge of Sales, Dominion Coal Company; Mr. Tom 
McLauchlan, President of the United Mine Workers 
of America, 

THE CHAIRMAN: Do you propose to read 
the brief, Mr, Manson? 

MR, MANSON: Mr, Chairman, I propose 
to read the brief as pertaining to natural gas 
oil and problems relating to a national energy 
board at this time, with your permission. In 
our interim brief, as submitted to you earlier, 
there were other problems that were dealt with. 
We at this submission consider that this is more 
of a, let us say, defensive submission on behalf 
of the coal industry as it pertains to natural 
gas,oil, and also on the national energy board, 
and we look forward to presenting another brief 
when your Commission visits Nova Scotia, which pos- 
sibly may be more of a positive nature than this 
one here. 

So, with your permission, Mr. Chairman, 
I will go ahead and read the submission on natural 
gas, residual oil and national energy. 

---(Brief in full follows). 

MR. MANSON: While Canada is fortunate 

in having within its own boundaries sources of 


energy, such as coal, oil, natural gas, water and 
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uranium, the long range conception of national 


progress definitely requires a vital and progres- 


sive coal industry. It is considered opinion of 
experts in the energy field that the large scale 
use of coal will be essential for the continued 


growth and economic development of Canada, This 


cannot be achieved if the markets for coal continue 
to decline with resultant closur of mines, loss 

of facilities, the elimination of skilled techni- 
cians and trained miners, 

The coal mining industry is presently 
passing through a most critical period and we wish 
to impress upon the Government of Canada the pre- 
sent critical condition of the industry and ‘the 
necessity for all governments concerned to co- 
operate to the fullest extent possible in assisting 
the coal industry in the solution of its immediate 
and long range problems. 

This interim brief will be essentially 
a presentation of facts from which the Commission 
may draw its own conclusions, because the future 
economy of Nova Scotia's mining industry will be 
dependent to a considerable extent upon the future 
of its coal mining operations, production from 
which mow accounts for 75 per cent of the 
Province's mineral wealth, which is valued at 
about $68 million per annum, 


There can no longer be any doubt that 
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at present the plight of coal mining in Nova Scotia 
is not an enviable one, Through the dieselization 
of our major transport systems, the large inroads 


made by liquid fuel for domestic and industrial 


heating and the use of residual fuel oil in place 


of bunker coal for ships, the markets for our coal 


output have seriously declined in recent years. It 
has been pointed out that industrial expansion 
throughout Canada and particularly in Ontario, is 
proceeding at such a rapid rate, that future energy 
requirements are outstripping the growth of hydro 
power development. The production of electrical 
power by hydro in Ontario will have about reached 
its limit with the completion of the St. Lawrence 
project and future energy requirements will have to 
be met by thermal power. This condition’ is" cited 
as an opening for possible new markets a few years 
hence for Nova Scotia coal, provided it can com- 
pete with American imported coal. Mh’ similar 
condition exists in our own province with regard 

to hydro development and thermal power will un- 
doubtedly be the answer to future power demands 

in the years ahead, Much of the power that 
will be developed from the St. Lawrence Seaway 
project will be available to the heavily populated 
and highly industrialized section of southern 
Ontario, since the hydro potential of the Province 


of Quebec is still sufficient for its own needs. 
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Fuel from the Trans-Canada pipeline must also be 
taken into account. euch a pieture nullifies the 
possible coal market for thermal power as men- 
tioned previously. 

Atomic power must also be considered, 


although it may not enter into the picture com- 


petitively for some years. Some thought must be 
Bavensytherefore, (to its possibilities «fromsax lone 
range viewpoint. 

The several years of research carried out 
at McGill University to determine the possibility 
of manufacturing a coal fired gas turbine power 
unit have not yet reached a successful conclusion. 
Should such a power plant prove feasible in the 
near future, it would undoubtedly give a tremendous 
boost to our coal market, but in the meantime, other 
markets for our coal must be found to maintain our 
coal operations on a profitable basis. 

In the final analysis the choice of power 
as far as the consumer is concerned is one of cost 
and dependability. The consumer is unconcerned 
as to how his power is developed, provided it is 
low cost. If coal can be produced cheaply enough 
to supply thermal power on a competitive cost 
basis with other fuels and hydro, it will develop 
its own markets. Tf itecannot be produced, cheaply 
enough, then the future outlook for our coal mines 


is not very bright. 
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Vigorous attempts are being made by the 
coal mine operators through mechanization and 
other improvements to reduce mining costs and im- 
prove the quality of the coal in order to meet the 
Sti: .  COMmpetLtLon. 

Continued federal subsidies on coal ship- 
ments from the province are essential to keep the 
industry in a healthy state during its struggle 
to regain lost markets and reduce its mining costs. 

Therma] Power: The demand for electri- 
cal energy in Eastern Canada is increasing at 
unprecedented rates and it appears that in certain 
areas there is a very definite need for thermal 
plants to carry base loads. 

To speed up our industrial development and 
to increase the market for Nova Scotia coal, we 
recommend that encouragement be given to power 
producing companies and power commissions to use 
underground mined coal for new steam raising facili- 
ties by such inducements as may be found practical, 
such as accelerated depreciation, remission of 
taxes or other financial assistance for a limited 
period, or special subventions on ‘Nova Scotia 
eoal, 

Natural Gas In recent years natural 
gas has become available within the boundaries of 
Canada, This is to be regarded as being to the 


advantage of Canada provided that no short term 
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aspects of its distribution be allowed to inter- 
fere with or to impair the reserves of other 
available sources of energy. 

From this viewpoint the coal industry is 
particularly concerned, for pipe lines are now 
being laid to supply a great part of Canada with 
gas and it is believed that these pipe lines will 
be completed before the markets which can best 
be serviced by gas have been developed. In 
such event it is not to be expected that, in an 
effort to keep these gas lines at capacity 
transmission, gas producers, gas line operators 
and gas distributors may for a limited period sell 
gas, in areas now serviced by Canadian mined coal, 
at unreasonably low prices, In that case coal 
Wines Wit. po closed. 

in Nova Scotia such action has no aspect 
of being temporary. Here, the coal fields are 
submarine and once a submarine mine is closed it 
becomes abandoned forever, In, addition to, tne 
displacement of skilled and unskilled personnel 
in the industry, transport and distribution agen- 
Gies 1G will result in the Less of nevurel re] 
sources to both the province and the nation as 
a whole, 

The Nova Scotia coal industry believes 
that it is essential to avoid such loss of natural 


resources, and we wish to impress upon your Commission 
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the necessity of some form of assistance to pre- 
sently operating submarine mines so as to maintain 
coal in a competitive position with natural gas 
during the period while the natural gas market is 
being developed in areas now served by coal mined 


from such mines, 


The St. Lawrence Seaway: The construc- 


tion of the St. Lawrence Seaway is a major under- 


taking designed to further the welfare of the nation, 


There is, however, the grave probability 
that, unless proper precautions are taken, the 
opening up of this great waterway may adversely 
affect the Nova Scotia coal industry, because the 
production of coal in Nova Scotia is an essential 


in provincial economy. 


If that probability is allowed to materia- 


lize it would seem most unfair for the coal-pro- 
ducing companies, and Nova Scotia in bearing their 
just share of the tremendous cost of the seaway 
in common with the other provinces, to have con- 
tributed to their own detriment, That Nova 
Scotia being one of the provinces contributing to 
the good of the whole should suffer thereby is a 
most illogical proposition. 

We therefore seek the immediate col- 
laboration of your Commission in assessing the 
effect which the St. Lawrence Seaway will have on 


the Nova Scotia coal industry and urge that you 
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take the necessary appropriate action to safe- 
guard the coal mining industry and to ensure that 
Nova Scotia in which coal production is an essen- 
tial to provincial economy be not adversely 
affected by the opening up of the St. Lawrence 
Seaway. 

Residual Oilis: From the long term point 
of view the production and use of Nova Scotia mined 
coal is of utmost importance to the nation. In 
the recent past the health of the coal industry was 
impaired by imports of foreign coals, but this 
has been minimized through assistance provided 
by the Federal Government by way of freight sub- 
vention. 

Further and in spite of everything the | 
coal industry has been doing and is able to do, 
large markets have been lost to that industry be- 
cause of the increasing use of imported residual 
oils and residual oils made from imported crudes, 

The Nova Scotia coal industry believes 
that at this time similar assistance through 
freight subvention should be afforded to the in- 
dustry to permit it to compete with such imported 
oils at least in markets over which public bodies 
have some control. 

We, therefore, wish to impress upon your 
Commission the necessity of authorizing payments 


of freight subvention on Nova Scotia mined coal, 
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where practical, so as to make that coal competi- 
tive with imported crudes, where such oils could 
be used to displace coal for the production of 
energy by puniic utLllity plants. 

Conversions to Competing Fuels: On March 
18th, 1955, the Government of Canada directed: 

‘ee that, before the fuel burning equipment 
in any government building or building 
under government control which consumed 
500 tons of coal per annum or more was 
changed from coal to other fuel, the 
Department concerned would consult with 
the Dominion Coal Board or the Inter- 
departmental Fuel Committee about 
economies expected and other relevant 
facvuors, and; 

(2) that, before any decision was made with 
regard to the type of Puel to bevused on 
any government building or building 
under government control of a size which 
would require 50 tons of coal or more per 
annum, the Department concerned would 
consult with the Dominion Coa] Board or 
the Interdepartmental Fuel Committee 
on the costs of various fuels and other 
relevant factors. 

Despite the above enumerated policies, 


conversions to competing fuels continue at an 
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accelerating rate and it is respectfully suggested 
that such conversions are being made without due 
regard to future considerations of price and 
supply and to the disastrous repercussions on 
the coal industry and on the Canadian economy as 
a whole, 

We, therefore, recommend that the 
directive above quoted be revised and strengthened 
by the Government of Canada to the end that the 
continued use of coal be encouraged by the proper 
consideration of the aforementioned factors and 
that all conversions now pending be re-examined 
in the light of this recommended revision of 
poliey. 

National Energy Board: Reference to 
the authority that might be conferred on a 
national energy board. It is our view that ab- 
sorption of the functions of the Dominion Coal 
Board into a larger organization with responsibili- 
ties in the whole energy field would lessen the 
effectiveness of its work on coal as this industry 
has problems peculiar to itself. itis tour 
firm conviction that the Dominion Coal Board 
should be continued as a separate entity charged 
with its present particular responsibilities with 
respect to the coal industry. 

In summarizing it may be said that the 


coal mining industry is waging a strong battle 
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for survival in a stiffly competitive fuel market 
and that the success of its efforts will depend 
upon its ability to hold its local and Quebec 
markets and to obtain new markets to maintain the 
minimum annual production which is necessary for 
a profitable operation. 

The Province of Nova Scotia possesses 
large coal resources which are presently undevelop- 
ed, most of which must be won from submarine areas 
and which form a potential for future mining 
operations. 

The foregoing is presented to the Royal 
Commission on Energy as an Interim Brief on behalf 


of the Province of Nova Scotia. 


ah 
' 
» 
wiiid ¢ 
' é ‘ aA k 


' “ , 2 
ms maf — 
| a vo hy 
a: ~ 
Fgh Fogo f bas 
~ Por, = 
Ma's a ge od 
z 
os “pes 7? A me 
om e 4 
i 2 
’ 
, 
a 
E « 
- : 
A 
ee Ss: 
=e ec 
‘ - 1 "a 
ict 
« ’ 
Hi ais ae Yea oe 
Ns. ‘s 
a Bars o. 
ae n 
ae 
mK 
a wa nee e 
' 
) 
XN 


eth ® Z 


agli mat 


4 ; ; a4 bn 2 r 


. 
Ga gs ig? Theo oe . 
“ H , a 6 ; i 
Hirde GLO CaN Rg, Lauiyss mtavet : 
” ce 
ae 3 Ot y 5 
~~ Pe ngaen-eatded A Ce vd & 
- Pp Fe - , 
, 7 7 s hs « Cc 
4 a she & 
- ay 
oe thd 
Cais § Spree 
4 
7 Be a, a 
\ he antes ta 
' 
der 
3 
; 
} 
’ 
a - 
a eens) Sa 


ANGUS, STONEHOUSE & CO. LTD. 8382 
TORONTO, ONTARIO 


Gentlemen, these are the matters that we 
are submitting regarding the case in point of the 
present sittings, that is on natural eas,’ olls and 
the National Energy Board. If I may be permitted 
forea few minuves vo possibly carry on to.try to 
illustrate some of our arguments in a general way 
after which time I will then ask your indulgence 
and hear my colleagues on their specific specialties. 
Regarding energy problems in Canada generally, we in 
Nova Scotia have not been able, up to this time, to 
actually forecast the future, that is the long-range 
future up to,say, the 1980's, We hope to have a 
further submission in that regard possibly in the fall 
when the Commission is in Nova Scotia, I would like to 
quote a few figures from the National Planning Commissi 
on the production of nuclear energy in the United States, 
According to these figures, in 1955 447 million tons 
of coal or 29 per cent of the total energy for that 
nation came from coal. Now, they project these 
National Planning Commission figures on productive 
uses of nuclear energy, they project that in 1980 
that without atomic energy that 851 tons or 27.8 per 
cent of energy requirements will come from coal in 
that nation. Even if atomic power comes into the 
picture, and I am now quoting from a Commission that 
investigated atomic power, even if it does come into 
the picture they claim that 735 million tons of coal 


will’ be used to produce 27.35 per cent of the energy 
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Requirements, of that, nation; These figures are 
given to illustrate the point that according to them 
there will be more coal required for energy purposes 
in the United States of America in 1980 than was ever 
mined in its history, even in the Second World War in 
16s highest years of production, L might state that 
in the United States in 1944 they produced 683,277,000 
tons Of @0a1, yet 1t is estimated that in 2980 they 
WLlE produce, (55 million tons... bhaer is in excess of 
their peak years. 
Now, I would like to quote the preamble from 
the Order-In-Council establishing this Commission: 
"That, inasmuch as Canada has within its boundaries 
Lavec. Sources Of ehersy Lathe .orm obecas, soll, 
coal, water and uranium, the increasing need of 
energy for the growing industrial requirements 
of Canada renders it of the greatest importance 
to assure the most effective use of those 
resources in the public interest". 
Now, I have not before me nor can I on 
short notice give you the figures on Canada's coal 
requirements but I do not think it unreasonable to 
assume that Canada, in 1980, like the United States, 
will have to produce twice as much coal as at the 
present time. Another question this Commission 
should consider in the light of the large tonnage 
of coal which the United States will require in 1980, 


considering the manpower aspect of it, will they be 
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in a position to supply Canada with the large amounts 
that we will require, That is a question I ask, 
I have not the answer but I ask the question. 

That brings me to the second item of your 
terms of reference: 


"The problems involved in, and the policies 


which ought to be applied to, the regulation 
of the transmission of oil and natural gas 
between provinces or from Canada to another 
country; including, but without, limiting the 
generality of the foregoing, the regulation 
om prices of ratess to be! charcedheripaia wene 
financial structure and control of pipeline 
eorporations in relation to the setting of proper 
prices or charges; and all such other matshers as 
it is necessary to inguiré into and report upon, 
in order to ensure the efficient and economical 
operation of pipelines in the national interest". 
Now, at this time I would dike to.) draw 
your attention to the fact that our submission as 
read earlier on the natural gas aspect of it, our 
arguments are largely contained therein and also in 
the supplementary brief there are some further argu- 
ments to it and I will not take up your time with that. 
Now, regarding paragraph (c) of your terms of reference: 
"The extent of authority that might best be 


conferred on a National Energy Board to administer, 


———— subject to the control and authority of Parliament, 
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Such aspects of energy policy coming with the 
jurisdiction of Parliament as it may be desirable 
to entrust to such a Board, together with the 
character of administration and procedure that 
might best be established for such a Board", 

I would again just like to refer to our 
written brief on this problem, I have been given 
to understand that other interests appearing before 
yourhave:s varied views of this Dub I would conclude 
my remarks by sayings that you gentlemen are better 
able to judge that because you will be informed of 
aie wamiiicatilons’ of the problem. filo Meat cxocess 
the hope that the coal board wild be 4 weparace and 
distinct body and will be allowed to carry on even 
if in your wisdom you recommend a National Energy 
Board. 

Up to now I have been sticking to the 
zeneral subject and tried to stay within the sphere 
of the hearings as they are constituted, that is, 
on natural gas, oil and the energy board. I would 
try to point out to the best of my information 
the part coal will play in the future but unless 
the coal industry can be kept up and assisted by 
covernments or other such agencies the coal industry 
in Nova Scotia cannot and will not be able to take 
its place in Canada's national picture in regard to 
the supply in 1980. The crux of the situation and 


the whole problem lies in the immediate future. We, 


yess & sae 

ve dt | heh Mahl lal ai _ 

(evil weed dive. t. sion ai 

or, nagiige a hi: aes 

1) Pent sriitne? rye aa Be gyfer, Bibaey 8 ovat BOY, | 

Site gw See CN LANG? vO Seni solyaa’ yo ttyecet wale 
sewiehat a4 ifiy oy semged Best Seaay oe odes 

8 Qa ,gtedeowg om RS) anohtpobtimax fits.’ 


G53 .4% a oe 
in bhkedae ® Of Lite Begod moe aria GaRe qed ais 


+ ch eek of tewdiite e¢ DBIw ibis ood suhiveth 


TSS Co NS 

Pee LE ‘ a Witotannoet udy- soba tN qpoyg of A 

i | | , SHOE 
sets Oe ‘ig-ted asod avsd Do wen esq 

emarlecg eit ey Sie tele ot Sokt? Die joehdua Levens, 

tps , Ve OVMESRIGS wie Yates Rotinssl otf ID 

pieve*e Ly ,bosou ae sit brag Lio «meg fetta no 

| net damtoted ier 6 Jeed: eed Ga THO. BULAg (Osi ETS 


suplan dud didytt att 2-getq Leb tags Pio ott? 
bevegigas cua qe idan od ha eaderhas Leoo edd 


' 
wubat Lecd of) satpr age toma senso 0 sunbAmisve? 


; . +. ; 
Sai of slee ad dav Jide, Bas. counag BEVOSS Bvow nT 
0%; ivvanes 12 2agete Ce haw 2 Magee dt a pith 


bea NCS IabeLe we! de Ai HORE”. 5 68 i at ‘ Leal eric; 
¢ - o, a] O 


es vettul stg. cee l ahah gore wa, 


a 
F Ds 2 J a 
_— . i _ g@ ~ ® 


ANGUS, STONEHOUSE & CO. LTD. 8386 
TORONTO, ONTARIO 


in Canada, feel our industries, including coal mining 
should be private enterprise but we cannot expect 
to wait for the time when assistance will be avail- 
able tolsupply the output of our mines because the 
cost is too great. For instance, one small mine, 
No. 6 colliery in Cape Breton over six years cost 
approximately $1 million and that is a very small 
mae: We cannot look to private enterprise to 
have losses, we cannot expect the people of the 
Province of Nova Scotia to maintain the manpower 
necessary for the industry unless we can look 
forward with confidence to that period in the long- 
range view. It is a big problem and one that 
cannot be put off toc Voneecandiaie: usta problien waite 
Le upom Us ae the present day. Inknow L raitmeorrect 
imusayine that the views expressed by me oday 
receive the full-hearted support of the Government 
of Nova Scotia and the people in labour and manage- 
ment who have accompanied me to this meeting. 

If the Commission is desirous of asking 
any questions of any of my group we will be only 
too glad to answer them. In @losing 1 avoulid take 
to .wrelterate that af the: ¢oad @acustry 2s) vonsurv ive 
consideration must be given to the industry which is 
of vital importance not only to Nova Scotia but to 
allethe Atlantic, provinces! as. a whole: Tate industry 
Le ital byfamporbant. ToTheO IoC people in that area 


and is the backbone of the economy of the Province of 
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Nova Scotia. Thank you very much for your kind 
consideration and I will now ask my colleagues to 
carry on with various aspects in which they are 
specialists. 

THE CHAIRMAN: Thank you, Mr. Manson, 

MR. GORDON: Mr. Chairman, Mr. Manson 
has asked me to tell you something about the actual 
ans onthe coal, “DLshould first iof alll sayithat 
the corporation will place before the Commission a 
rormali brief ac its nearings in NovarS¢edtla, There 
are a number of coal fields in the Province of Nova 
scotia and the Dominion Steel and Coal Corporation 
operates in the three most important of them. The 
recoverable reserves of coal held under lease by the 
Corporation are estimated to be around;, in found 
numbers, one million tons. The most important field 
is the Sydney coal field and unfortunately almost the 
toval reserves. of coal in that field are submarine. 
The field is worked on a wide frontage and is worked 
very intensively. Altogether the Corporation employs 
10,500 men in its coal operations and there is a large 
number of towns and villages depending entirely on 
the coal operations. At the present time the 
capacity of the Corporation's pits is six million tons 
a year and to give the best possibile -cperarson 
economically that capacity should be increased to 
about 7 1/2 million. During the last number of 


years since 1951 the Corporation, particularily. in 
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the Sydney field, has gone into an intensive mechani- 
gation program. Thet*program; as Lar as®’the tmiinine 
enamhorsitsisiconcerned; if) prevvy well completed in 
MOSvMOLMLES aspects. I might say that the program 
has been quite successful and the productivity of 

the industry has increased quite substantially 

during the mechanization years. There are some 
phases which we are now just starting and when 

they are completed we expect a very considerable 


increase in the productivity of those pits. 
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Unfortunately, as I have said, the great 
part of the coal reserve is a submarine reserve, 
If there is any interruption of any considerable 
length in the operation of those pits, then it will 
be almost impossible to recover any mine that is closed. 
It is essential, therefore, from the point of view of 
the coal industry of the province that there should be 
no interruption in operation. There is apparently 
going to be a market for very sabe tent aiod tonnages 
of coal in the not-too-distant future, but there is 
a-period of three; four of Pive yearsolyingeimmediarely 
ahead when it. might be very difficult to dispose of 
the capacity production of the pits. If pits have 
to be closed because of the lack of markets, then it 
Pe eoinge=te be extremely Gifiweult, At the present 
time our coal is disposed of very largely in the 
Maritime Provinces and in the Province of Quebec, 
Apparently further markets are needed, and the 
markets which are available in Ontario are presently 
being explored. We look forward to a very substan- 
tial increase in tonnage sales in the Province in 
Ontario in the not-too-distant future. 

THE CHAIRMAN: Thank you very much, Mr. 
Gordon. 

MR, APPLETON: Mr. Gordon has touched 
on the sales somewhat. Our great fear of gas 
coming into this market is that when gas comes 


into the Province of Quebec it will further disrupt 
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our sale of coal here, We have a sale here now 
and in eastern Ontario of about 2 1/2 million tons 
and we have a need for a market of something like 

1 1/4 million tons more, which is not in sight this 
year. 

Mr. Gordon mentioned that we are looking 
for a further market in Ontario, but at the present 
TAme aenaveas not. ln. sich, I do not know that I 
can say a great deal more than has been said con- 
cerning the sales other than to repeat that we could 
lose upward of one million tons very quickly if the 
same pattern is carried out in this part of the mar- 
ket where our coal is sold, as has happened in the 
United States and western Carada, and particularly 
coming east into Ontario at the head. of the lakes 
and on Lake Superior, where gas is disrupting the 
goal aindust ry.. That is what we are very much afraid 
of, that we would be exposed to that competition from 
gas when it comes on the market. I do not know that 
I have very much more to say. It has been pretty 
well covered by Mr. Gordon. 

THE CHAIRMAN: Thank you very much, Mr. 
Appleton, Mr. McLauchlan,. 

MR, McLAUCHLAN: Mr, Chairman and gentlemen, 
LT want. to .say first of all, that, Wwevere pl cascanto: be 
here, we are pleased to join with our Government in 
making representations before this Commission. I 


think the primary reason for our appearing here today 
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is because of the fears held by the company, the 


government and the union as to the effect that any 


further eneroachment on the coal mines will have on 
the Maritime Provinces. It has been stated by our 
Minister that 120,000 people are directly dependent 
OM cOal 1h Nova Scocia, It is estimated by our 
union that 150,000 people in the Maritime Provinces 
ere Givreculy dsependens on Ghe Coad mining andusiury, 
and, because of the close relationship with other 
industries, that extends far beyond that in the effect 
on the economy of these provinces. I think the 
reason we are here today is thas our indusvry over 

a great number of years has been faced with a declin- 
ine markec because of competineeiuel, and 1 tank 
that the Canadian people are prone to accept the 

coal mining industry of Canada as something that is 
MOU @s bie eS 2c really. 1s inv enee pt chUremon vic 
Canadian economy. I think they are prone to look 
upon our coal mines as something like a hole in the 
ground that you can get coal out of Goday, close 

down and open in ven or Tiiveen years" Gime. a 
think they are prone to accept that a coal miner is 
aman that can be picked up ©fr the street and placed 
ina coal mine and do a good Job Overnicnc. Those 
things are nol poue, They are Noe true, because a 
coal mine in Nova Scotia that is closed today is 


closed Lor ail Vime, IT am speaking of our 


submarine mines. 
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It would be folly onthe part of this 
country to exploit one resource in one end of the 
country at the expense of the closure of another 
resource at the other end of the country, We 
have been striving, as a union, as a government 
and as an operation, over a considerable period of 
time to improve production in our coal mines. 4 
would like you gentlemen to go down and see what 
there 1s Nove Scotia. We have mechanized equipment 
in our mines that would make some of your factories 
and assembly lines look antiquated, and we have 
men im -our.coal mines that are possibly thei most 
highly skilled workers that you have in the Dominion 
of Canada, And we should not forget the effect 
of the short range program in Britain on the coal 
minine industry and the trouble they, <ov anco aihen 
they could least afford 0o @et into trouble, Nor 
should .we forget. thab you. cannot replace, a)coal 
miner overnight. A coal miner is a man that is 
possibly born with coal dust in his veins, and that 
was proven in the last War when the Government of 
Canada .had to see fit to freeze the coal miner vo 
his job and in fact, to @o.overseas ang, Dring 
some coal miners back to dig coal. i 

We are simply saying this: that we cannot 
deal with one source of energy in Canada separately 
and apart from its effect on the others, and we are 


saying that in dealing with the sources of energy 
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today we have to be very careful that we are not 
going to close out a source of energy that has been 
the backbone of the economy of this country and -has 
been the one industry that the progress of this 
country has been based on. 

We have made representations as a union 
aotiet back as  Thpes ror four Wears ago, pointing ou 
the dangers of the St. Lawrence Seaway, of importa- 
bLOnN OF OLls arid of natural 2as,, and we see those 
dangers more acute today. than we did possibly four, 
five OCUSUZAy oars sa 20 ; So what we are saying to 
youvpent lemen; asia uniOn, As. bhat Wwevcevtaimi 7 
encdbrse the action of ,Our covernment mene Sculon 
of the operators and their remarks here today and 
we Certainly say that the problem of coal, is an 
immediate one, and any further losses of markets 
can only have one end result, and that is a 


shrinking of the) coal ‘mining dndus try to; tie 


jetBimens of Nova: Scotia, the Maritime Peovince. 


and the Dominion om Canada, Thank yous Men Chairman, 


THE CHAIRMAN: Thank eyou, Mr. Mchauchian. 
Ti would. Vike to shave Vou +-Onmatiy 620s 25uant mcvocace. 

Mp. Manson» ltshas Bet .seen Our abi or 
custom to question a Minister of the Crown of 2 
province with respect tothis, and counsel does not 
do so, and we do not propose LOsUOmSO COCaAt = We 
are very grateful to you for co-operating with us as 


a Commission and coming to Montreal at considerable 
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inconvenience to all four of you and appearing before 
us today. Ltn  Gamwsay, om beha hr som ete 
Commission that we are very conscious of the problem 
ofS the coal industry in Nova Scotia and we eteo are 
well aware of the great improvements and the mechani- 
zation that have taken place during the last Sevierad 
years ah NOvVa Seotiea.in coal minine, We do intend, 
as you well know, that we shall have a public hearing 
in Nova Scotia,either later inighe year on verwesriy 
in the new year, and at that time we look forward to 
Seeing you again and receiving a more extended sub- 
mission With respect to all aspects of the coal mining 
industry. In the meantime, sir, we are very grateful 
to you for the expression of the views of the sovern— 
ment with regard cto the matters which you vhavesdeais: 
WLUN specifically in. your subilssion, .angracains i 
mene Oo thank you All for comin here, 

MR, MANSON: Thank you very much, sir, 
I can assure you that if there are any questions we 
Will, fet us say, foreeo-curiori velece, We are 
only too prepared to answer them if we can, anytime. 
We look forward to your visit to Nova Scotia, when we 
hope to be able to present more positive arguments 
for the coal industry im thar provingee, 

THE CHAIRMAN: Just before you go, I 
have something in my mind. i nave some recoellec= 
tion that just recently the Government of Nova Scotia 


did take over one of the mines that was closed down, 
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See 


Wes ie ai the Sprinchill “area? if that asta polagical 
matter in Nova Scotia, I withdraw the question. 
MR. MANSON: No. What is involved there 
is that one of the mines got into financial difficulties 
regarding their operations and they were not able to 
meet their payrolls. It was an independent operator. 
THE CHAIRMAN: It was not a matter of lack 
oF market for their production? 
MR. MANSON: Well, let us say, lack of a 
Sustained market during the summer season. TO Sresenve 
the national resources, which in Nova Scotia belong 
to the province, we repossessed, let us say, the 
mine and are trying to retain it for a short while at 
least, to see if we cannot get another operator to 
take over. It was an isolated instance of an in- 
dependent operator that got into financial difficulty. 
I might say that we are not going to operate the mine, 
Jus vetain it. 


THE CHAIRMAN: Thank you very much, gentlemen 
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SUDMLES ton of 


TRANS-CANADA PIPE LINES LIMITED 


APPEARANCES: 
Mis, aCe ows COATES 
MiP salves «McNeil 


Mie et b &abey clon 


THE CHAIRMAN: Nav. TPAC UO? 

Pie gy Fel asta e Mr. Chairman, we are now 
gsoing to hear from Trans-Canada on two subjects: 
one, .the Significance of the, Niagaravoutler, ana, 
two, Lhe, problem of storage, 

Mr, Chairman, the company has several 
short submissions, but I myself do not know the 
order in whichesney propose. 2Oepul (iets. soo Ti 
Sy ooOl Nee TOWask either, Mn. Meneid lec aaa on 
when they are coming to the submission with which 
they wish, to, deal. to. call ouv, the, heading ence 
numbering will commence with M-ee-2, 

MR, McNEILL: Mev Ghecrmen,, siete: 
just for a moment outline what I propose to do today, 


I think that might assist the Commission. 
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Trans-Canada in appearing before your Commission for 
this the third time first of all hope they are not 
wearing out their welcome, 

THE CHAIRMAN: NOUlrere ait, 

MR, McNEILL: And we do appear today 
largely to place before the Commission additional 
or supplemental material dealing with specific 
matters, all as requested by the Commission, its 
eounsel, or stair, 

These matters include,first of all, a 
discussion of Trans-Canada's proposed Niagara 
interruptible contract; secondly, a statement re- 
garding storage facilities in Ontario and Quebec; 
thirdly, and this was in answer to a specific 
question of Dr, Howland in Toronto, computations 
regarding the effect on the profitability of our 
proposed Emerson contract based on the assumption 
that all gas to be delivered under that contract 
would be acquired by Trans-Canada at the current 
wellhead price that we are offering, namely 
starting price of 13+ cents; finally, and this was 
in answer to a further question by the Commission, 
we hope, and we have only just this moment, sir, 
got csome copies in shape -- we have had some 
difficulty with it -- and that is a discussion of 
a probable effect of the use of natural gas by 
way of displacement and fuel oil and coal in the 


Provinces of Ontario and Quebec. 
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Those four items have been specifically 
requested of us. In addition, we propose to 
file very short statements with respect to, first, 
the so-called market survey of Trans-Canada's 
Canadian market that was submitted to you yester- 
day by Alberta and Southern, and as I stated to you 
yesterday, sir, we simply wish to file this very 
short exhibit to round out the record of this 
Commission. We do not propose to leave any testi- 
mony with respect to it, but we, of course, are 
quite prepared to explain any items or answer any 
questions, 

secondly, in our appearance before you 
in Toronto and in our submission concerning regula- 
tion, suggested a formula, or outlined a formula 
or method whereby the amount of gas available for 
export from Canada could be ascertained. We have 
again a very short single sheet which demonstrates 
a method of applying that formula. 

These matters will be dealt with by Mr. 
Coates, basically, and members of our staff and 
consultants, As suggested by Mr. Pattillo we 
will indicate the item that we are coming to as we 
go along in order to keep the exhibit numbers 
accurate, 

Prior to going on with these matters, 
sir, I would like to note, and if I might do so 


rather than reading them but perhaps just hmd them 
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in to the reporter, certain mechanical correc- 
tions to the transcript contained in volumes 48 
and 49 as they pertain to our appearance in 
Toronto on the 4th and 5th of July. 

Now, sir, still referring to that 
transcript, I would like to clarify a wrong im- 
pression that we appear to have left with this 
Commission at Toronto on July 4th and 5th, namely 
that interruptible sales are not made by Trans- 
Canada, To correct that impression, reference 
is made to the statement of Mr, Coates transcribed 
at page 6795 in Volume 49 of the transcript wherein 
he stated in part that Trans-Canada is building no 
facility and no capacity for interruptible sales, 
The capacity of Trans-Canada is built to meet its 
firm peak day requirements, and on those days when 
it does not have peak day requirements it would 
either have space not used or it would have to 
make sales to distributors who could sell this in- 
terruptible gas on the condition that Trans-Canada 
could and would interrupt those sales at any time 
to meet high priority firm contract demand require- 
ment. 

At the same time, Mr. Coates also stated 
that it is not the policy of Trans-Canada to make 
direct sales, firm or interruptible, to industry 
where that industry can be served by a distribution 


company. Tf the situation arose wherein such 
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industry could not be served by a distribution 
company, Trans-Canada would then, and only then, 
Weke a direct. Sale to that industry. No such sales 
as direct sales are contracted at this time. Two 
copies of each of Trans-Canada's existing sales 
contracts were filed in February with the Commis- 
sion. At the same time, in our submission made 
to the Commission in February an appendix to that 
submission contained a tabulation showing the 
rates for various types of services offered by 
Trans-Canada in each of these rate zones. Among 
those reported was a so-called excess, or inter- 
ruptible, rate by Trans-Canada. 

As has been stated by Mr. Coates, on 
the days when Trans-Canada is not required to meet 
this full peak days' requirements, it will, in 
the case of a producer -- that is, a distribution 
company who also has contracted to buy gas on a 
firm basis -- offer to sell the distribution com- 
pany one or more of the following types of services 
which are of a temporary or interruptible nature: 
One type of service is called “off-peak service", 
demonstrated in a so-called Off Rate Schedule. 
This service provides for the sale by Trans-Canada 
of such gas as Trans-Canada in its full discretion 
has avallable to contract for firmly during agreed 
months for the period between April 1st and November 


40th--that is the summer months -- and it fixes 
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rates covering such services on a six-months' basis, 
seven-months! basis, or eight-months! basis, with 
maximum daily quantities, and Trans-Canada only 
need contract for that in any given year and 
having once contracted, need not re-offer that 
service unless the same conditions prevail, that 
the gas is available. 

The next service is the so-called "Excess 
Service" or"Interruptible Service". Here we pro- 
vide for the sale by Trans-Canada to, as I said a 
moment ago, a distributor who has a firm contract, 
such quantities of gas in excess of that customer's 
firm contract as that customer may request from day 
to day, and which Trans-Canada in its sole judgment 
has available for delivery. That gas, as I say, 
sir, is delivered on an hour-to-hour or day-to-day 
basis, It sts not contracted wor, It. ts sinply 
an operating procedure, 

There is one other type of service, but 
it te of a .diffenent mature» sor. That is winter 
peak service which again is only available day-to% 
day or at times, and that of course is at premium 
prices for the sale of gas. 

From what I have said, sir, iI believe it 
becomes quite clear that interruptible sales are 

contemplated and will be made by Trans-Canada to 
distributors but not as direct sales by Trans-Canada 


to ultimate consumers. 
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Our present misunderstanding, sir, I 
recliy. believe... arose.out of an trittal discus-~ 
sion that dealt with those direct sales, and if we 
have in any way misled either the Commission or 
my friend Mr, Frawley, or anyone else taking part 
ime vieaproceedancs. «lt .was notwoursintentionico 
do so, We felt we had disclosed the situation, 

I think it was perhaps it was a looseness of lan- 
guage that brought us to this point, 

THE CHATRMAN: In your summary I would 
just like to add, I do not think that you added 
the exception that you had once made, namely that 
you would sell firm to industry in an area where 
there was no local distributing company, 

MR, McNEILL: We would make a direct 
sale to an industry that did not have a distributor 
Seom whom 4:6 could buy, and. Lwwould say, cere, that 
that sale, if made, would constitute both firm and 
the making available of interruptible at the times and 
in proportion when it was available to that customer, 

Now, sir, if we might proceed with these 
items, I would suggest that the first item being 
filed with the Commission is a discussion of a 
proposed sale of natural gas at Niagara Inter- 


national Connection to Tennessee Gas Transmission 


Company. 


---EXHIBIT M-22-2: Document entitled "Proposed 
Sale of Natural Gas at Niagara 
Tnternational Connection to 
Tennessee Gas Transmission Co, 
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Character of Service Proposed: The 
agreements between Trans-Canada Pipe Lines Limited 
(Trans-Canada) and Tennessee Gas Transmission 
Company (Tennessee) concerning the proposed sale 
of natural gas by Trans-Canada to Tennessee at 
the Niagara International interconnection between 
the two systems provides for a "Seller's option" 
type of service, completely under the control of 
Trans-Canada at all times as to either daily or 
annual volumes, The service is fully interrup- 
tible and provides no guaranteed volume which 
Trans-Canada must supply to Tennessee in any year, 
On the other hand, the agreement constitutes a 
"put", in that it provides that Tennessee will 
take any gas available from Trans-Canada up to 
200,000 Mcf per day during any day in which 
Trans-Canada is able to make any deliveries, 

Effect of Sale on Trans-Canada: Some 
of the more important effects of the proposed 
Niagara sale are outlined below: 
cee The price to be obtained for gas sold to 

Tennessee is 37 cents per Mcf measured 

at 15.025 p.s.i.g. (36.274 cents per Mcf at 
14.73 p.s.i.g., Trans-Canada's normal sales 
base). This will be a premium sale from 
the standpoint of Trans-Canada, with the 
price received well in excess of the cost 


of rendering service of this type in Trans- 
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Canada's Central Rate Zone, 


2. The sale is, in effect, "insurance" that 


Trans-Canada will be able to keep its pipe 
line sales volumes in the East at a maximum 
at all times. On the odd day (such as over 
weekends and holidays, during periods when 
there are strikes in industries curtailing 
industrial volumes taken by the distribution 
companies or in the instance where certain 
of the loads are slow in development) this 
"out" will enable Trans-Canada to have an 
alternative place to sell its gas and thus 
keep its sales at a maximum at all times. 

In addition, the working relationship with 
Tennessee will make more feasible a mutual 
assistance arrangement, whereby in time of 
emergencies either line could be of assistance 
to the other in the maintenance of continuous 


service, 
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By keeping the through-put of the line ag 


constant as possible, regardless of varia- 


vLons! in the day-to-day sales to the distribu- 
tion company customers of Trans-Canada, the 
Sale at Niagara will improve the buying 
position of the company with natural gas 


producers in Alberta, The constant day- 


to-day "takes" which such sale will help 
insure will reduce the day-to-day variations 
which producers must experience and will allow 
the company to make contracts with tighter 
| leeway provisions more acceptable to the 
producers. 
A To the extent that gas is available for sale 
to Tennessee at Niagara, such sales will 
| improve the earnings and hence the economic 
picture of Trans-Canada. If we consider 
such sales on the basis of 1 billion cubic 
feet at 14.73 p.s.i.g. (the Trans-Canada 
normal sales base) the company will receive 
revenue from Tennessee for each such billion 
cubic feet of $362,740. The cost - including 
additional gas for the sale, plus gas for 
compressor fuel to move the additional volume 
Kast, plus transportation charges paid to 
Alberta Gas Trunk Line, plus Crown Section 
| rental until the Crown Section is finally 


purchased - will total under $260,000 in all 
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of the first five years of operation. The 
net revenue from the sale of each billion 
cubic feet will thus be in excess of 
$100,000 in each of these years, or ata 
rate Slightly in excess of 10 cents per 

Mer Ones Utkit, basis. 

An increase of 1% in Trans-Canada's annual 
load factor in the year 1962-63 as a result 
of this ability to make sales at Niagara 
would mean additional net income to Trans- 
Canada on the order of $275,000, based on 
Canadian sales alone, or on the order of 
$350,000 including the sale at Emerson. 

THE CHAIRMAN: Thank you, Mr. Coates. 
I don't know how Counsel propose to deal with this 
matter that is now going to arise as a result of 
four or Live ExniLbics. coming sin. 

MR, -<PATTILLO. I think we should deal 
With each one. 

THE CHAIRMAN: I would think so. 

WR. PATTPELLO: Now,. LS. tHLS contrace 
to which you have just been referring conditional 
on the company receiving an export permit to export 
the gas from Emerson? 

MR. COATES: Yes yun eee 

MR. PATTILLO: ip, other words, af 
the Government of Canada should see fit not to grant 


an export permit for the export of gas at Emerson, 
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then this contract is non-existent. 

MR. COATES: Yes,. 810, that as,correct. 

MR. PATTILLO: Now, how does this price 
of 36.274 cents compare with the price of interruptible 
gas offered in the central zone? 

MR. COATES: I don't have a rate 
schedule with me, Mr. Pattillo, but I believe I 
can recall from my memory. Our interruptible sales 
price in, the central zone is. 30 centseper 1,000 
cubic feet, which would compare with this sale 
at 560.274 cents per 1,000 cubic feet, 

NR PAUL LLL: So that if you were 
offered by a Canadian distributor the sale of some 
interruptible gas, it wouldn't be as profitable 
to you as this contract. 

MR. COATES: That.is correct, 

MR .PATTILLG: And yet this contract 
is inveffect, so far as you are concerned, also 
a sale of interruptible. 

MR. COATES: Lt 2s Striccivean 
interruptiple sale. I would like to enlarge just 
a little, Mr. Pattillo, on making a sale to an 
interruptible customer in Canada at 30 cents rather 
than this more profitable sale. It has been 
Trans-Canada's policy to attempt to service the 
Canadian market. Thate is, our Cirspsalie isles 
that we intend to do; that is our policy, and, 


based on that policy, I am sure that the Government 
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of Canada would not allow Trans-Canada to make any 
Sale across the border until such time as the 
market 1s completely filled in Canada with all types 
of service that Trans-Canada have available. 

MR. PATI LLOs Now, how does this 
price compare with the price in the central zone 
for gas which is purchased in the summer months, 
gas that you were talking about? 

MR. COATES: Six months? 

MR SPATEILLOs Yes. 

MR. McNEILL; Six months gas ae 45 
cents, seven months gas is 36 cents, eight months 
gas is 38 cents. 

MR, COATES: Mey, Pattililo, that eas, 
of course, is not interruptible gas; once that is 
made for a six, seven or eight-month period it is 
a firm sale for that period of time and we must 
make the delivery. 

MR, PATTILLO: That is gas, for example, 
that would quite often be bought to go into storage. 

MR. COATES: It could very easily, 
yes. 

MR. PATTILLO: You have told us in 
this memorandum what the revenue would be if you 
were permitted to carry out this contract and the 
profit that there would be in carrying out the 
contract, If you are not permitted to carry out 


the contract because you cannot get an export permit 
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at Emerson, have you looked into the question as 
to what effect that would have on your present 
tariffs to Canadian distributors? Would that 
require you to increase your rates immediately? 

MR. COATES: NO, Sir, IT can!t ‘see 
where it would require us to increase our rates 
immediately. Inbelieve’ thateitaie necessary, 
as we have said here before, that there be sales 
made that would fill the summer period, and it is 
on that basis that we have to arrive at our rates 
with sales made so that the pipe line can operate 
as near to 100 per cent Load factorlas tiecan. 

MR. PATTILLO: What I was getting at, 
Mr. Coates ~ when you were working out your cost 
of service figures for the purpose of arriving 
at what rates you were going to establish, was 
this contract taken into consideration? 

MR. COATES: May I ask Mr. Tippy to 
answer that? 

MR. TEPRY: Mri Pattibilo;: ingworking 
out the cost of service which appeared in the reports 
which have been presented, not only to this Commission 
but also in connection with financing, we had no way 
of estimating how much gas, if any, would be avail- 
able for the sale at Niagara. As a result, we 
reflect the sales being made to Canadian customers 
and we show no figure for a sale across the border 


at Niagara in our feasibility figures. The sale 
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across the border at Niagara is a plus, and, as 
Mr. Coates pointed out in his memorandum, it takes 
care of unforeseen eventualities, conditions in 
the Canadian markets, where, due to a number of 
circumstances, they would not be able to absorb 
the volumes of gas they would normally be able to 
take. so I think this is insurance that the 
revenues and the income of Trans-Canada would re- 
main intact even in the face of possible minor 
variations in the Canadian load. bo) there: is) no 
figure for it precisely in our working, papers. 

MR, PATTILLO: Now, it has been 
suggested to me, Mr. Coates, that the difference 
between the price of interruptible gas in the 
central.area of 30 cents and this price of 36.274 
cents really represents just about the cost of 
transmission to the Niagara outlet, and that for 
true comparison of the prices you should assume that 
they are the same. Is there anything in that? 

MR, COATES: First I would say that 
interruptible sales in Canada would also be avail- 
able at or near the Niagara River to distributors 
who would be purchasing gas there, and that gas would 
also have to be transported. 

MR. PATTILLO: Provincial Gas - - 

MR. COATES: They can buy at 30 cents. 

MR, PATTILLO: And immediately across 


the river itets 36..cenus. 
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MR. COATES: Yes. For that reason 

I don't see that the statement is correct. here 

Loe ete eCOLULOnal., Cost wn iposshis, However, if you 

made no sale at the Niagara line and operated at 

a line of delivery which is seller's option gas, 

you are getting 6.274 cents for it through approx- 

imately. -(O miles of pipe dine, and I wish I could 

get 6.274 cents for every 1,000 cubic feet for $2,200.00. 
, # MR, WATT ELEO: Having regard to the 
| line coming fully operative this Fall and having 
seen what your markets have built up to, have you 
been able to make any study as to what will be the 
probable amount of gas that you would sell under 
this contract, say, in your first fiscal yearver: 
full operation? 

MR. COATES: No, we have not. We 
are in the process of doing that at the time to 
try to determine what we may be able to have avail- 
able for sale to Tennessee, so they could make some 
plans in applying for a permit from the Federal 
Power Commission for the import of gas. 

MR, PATTILLO: They have made no 
application for that permit? 

MR. COATES: No, Sir, they Davernoc. 
WR. PATTILLO: Then we may be talking 
about a pretty theoreticalthing, may we not, if 
it takes them so long to get that? 


MR. COATES: Veen ts cies 
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theoretical if it takes as long as the other. 

MR PAT TELLO: When you do make those 
calculations you are talking about, will you please 
file them with the Commission? 

MR. COATES: Yes, we will be glad to. 

NA PATTILLO: When do you anticipate 
you might be able to file that? 

MR. COATES: Mr. Pattillo, I hesitate 
to say right at this moment. We will put it in 
as quickly as we can. We may come up with a blank, 
I don't know, We are making the effort. We will 


give you what we can find. 
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THE CHAIRMAN: Mr. Coates, or perhaps 
Mr. McNeill can answer this; has a copy of this 


contract between Tennessee Transmission and Trans- 


Canada been filed with the Commission? 

MN. McNEILLs: Yes sir, va fui) copy 
was filed in February, I believe, we filed fifteen 
or twenty sets of our contracts. I have a few 
copies here if the members of the Commission would 
like them for present reference. 

THE CHAIRMAN: No, 1i°as in the 
material ? 

MR. McNEILL: Yes. 

THE CHAIRMAN: Has an export licence 
been granted by the Canadian Government? 

MR. McNETLL: No sir, it has not been 

| applied for. You see, this sale is dependent on 
the Emerson sale and the difficulty in applying is 
whether you are applying prematurely because it is 
not a firm contract until the other one comes to 
pass, At the same time, in connection with what 
Mr. Pattillo asked Mr. Coates a few moments ago, 
I would suggest that it is reasonable to expect 
that an application before the Federal Power 
Commission in connection with the Niagara interruptible 
Sale would not be as protracted a matter as the 
Emerson one. We do not go so far into things to 
tread on anyones toes. 


THE CHAIRMAN: L would think that 
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anyone acquainted with the terms would hope your 
prognostication was correct, 

MR. COATES: I would like to say that 
all the facilities required to make this sale are 
abready in, there will be no application for 
additional facilities by the parties involved. 

THE CHAIRMAN: I think the Commission 
understands that, but I doubt if any members of 
the Commission - I certainly did not understand that 
this outlet was so fully contingent upon the 
Emerson. 

MR. COATES: Yes sir, unfortunately 
LS» 

MRy FRAWLEY: “Mr. Coates, whatrhfrierd 
price did you use when you were calculating the 
total of $260,000.00. that is shown in paragraph 4 
on page 3 of this memorandum? 

MR, COATES: Mr. “Tippy could= velit you 
that. 

MRe OSEP Ps We used the average 
price of gas estimated to be paid by Trans-Canada 
on each of the years on the theory that we did not 
know which piece of gas it was, it was just gas on 
the day it happened to be available. 

MR. FRAWLEY: Well, your working papers 
show what you used because you have a precise PLeure 


here. 


MR, GIPP That is- correct. Mr. 
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Frawley, I can give you the average price as 
worked out from some of our earlier studies but 
they are just listed from those earlier ones as 
submitted in Calgary, and the cost of gas plus - 
all I have is the cost of gas at the wellhead plus 
the Alberta Trunk Line 4 cent transportation charge 
which starts at 14.00391 in the year 1958-59 and 

in the year 1962-63 due to the weighting of some 

of the higher priced gas in that year and the 
escalations that go on from year to year, it worked 
out to 16.23650 including the 4 cents for trunk 

zip sYous 

MR. FRAWLEY: Perhaps I have not made 
my position clear to you but you show a figure of 
$260,000.00 in all of your first five years of 
operation and we thought you would be able to give 
us the make-up of that figure. 

MR. McNEILL: We stated that it was 
slightly under $260,000.00 in each instance. 

MR. FRAWLEY: Yes, so we thought 
that there must be some figure and that you could 
give us the make-up of that figure. 

MR eT Ler: I can give you the make- 
up of those figures by years if the Commission 
pleases. 

MR. FRAWLEY: Just give us something 
that will tell us what field price you used. 


MR, Je PENS Those prices I just 
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gave you are the ones that go into the calculation. 

MR. FRAWLEY: Can you give us the 
pressure base also? 

Mie CLP EY These figures here are 
all reduced to the sales pressure base 14.73 
regardless of what they start out at at the weli- 
head, 14.4, I believe, for each year. The costs 
we have are made up of three ficures, first, is the 
cost of gas per billion cubic feet, we put this in 
bilbion cubic feet, wellhead cost plus Alberta 
transportation. The second one is the allowance 
for the ‘cost of gas for compressor fuel, additional 
compressor fuel related to the sale, and the third 
is Crown section rental, The fourth would be total 
deductions. 

MR. FRAWLEY: Well, you can give me 
that for one year? 

MS. ISP PGs Vest iy Wiel Wee Vem GO 
you for the last year where the figures are highest: 
In the last year, 1962-643 the cost of gas including 
Alberta transportation charge is $166,086.00, cost 
of gas for compressor fuel is $15,156.00, and the 
Crown section rental is $77,456.00, and the total 
deductions in that year are $258,698.00. That 
is the highest year of the five. 

MR. FRAWLEY: Thank you, Mr. Tippy, 
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a submission regarding storage facilities in Ontario 
and Quebec and we propose that Mr. Horte who is 

the gas supply engineer from our Calgary office 
Should read this submission and handle any sub- 
sequent questions. However, if you prefer, Mr. 
Coates is prepared to read it and I would suggest 


that it be marked as M-23-4%3. 


%& 


va ene bit NO. M-B303: Submission of Trans- 
Canada Pipe Lines Limited 
on gas storage. 

MR. COATES: Forethe assisvance of 
this Royal Commission on Energy, Trans-Canada 
has made an investigation concerning the economic 
availability of gas storage in Eastern Canada, and 
presents its views as to the effects of such gas 
Storage on the operations of its system. 

In its investigation, Trans-Canada 
has studied the data submitted to this Royal 
Commission by the Union Gas Company of Canada, 
Limited, and The Consumers! Gas Company. In 
addition, it has made use of all of the data made 
available to it by the Geological Survey of Canada, 
Union Gas Company of Canada, Limited, and the 
Ontario Fuel Board. 

of the presently known fields in 
Eastern Canada, certain fields in South-western 
Ontario appear to us to be suitable for gas 


storage. A tabulation entitled - "Fields Classified 
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According to their General Availability for Gas 
Storage" is attached hereto, and lists these fields 


and their estimated gas storage capacities. Union 


and Consumers! are presently storing gas in certain 
of these fields and have plans to expand to other 
fields as their markets and their need for storage 
continues to grow. 

The use of gas storage by a distributing 
or transmission company is dependent upon the cost 
of such storage, and this in turn to a large ex- 
tent is a function of the distance from storage 

| field to market area. From an evaluation of this 
distance factor as related to the economic use 

of available gas storage in Southwestern Ontario, 
we concluded that the usefulness of these available 
Storage fields will be limited mainly to serving 
the distributing areas of Union Gas Company of 
Canada, Limited, and The Consumers! Gas Company 
(Central Zone) in Ontario. It is interesting to 
note in this regard that most of the flelds 
presently being used for gas storage in the U.S.A. 
are located at a distance of less than 200 miles 
from the market they serve. 

Trans-Canada does not own or control 
any gas storage facilities in South-western Ontario; 
however, it benefits greatly from this use of 
storage by Union and Consumers!'. To illustrate 


the benefits which Trans-Canada enjoys indirectly 
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from the use of this storage, we attach hereto 
a tabulation entitled - "Estimated Peak Day Use 
of Storage by Union and Consumers! and its Effect 
on the Load Factor of Trans-Canada Pipe Lines". 

This table shows in columns 13 and 
14, respectively, the estimated load factor on 
the Trans-Canada system and an estimate of the 
load factor on this system which would result if 
storage facilities were not available to Union 
and Consumers!., This comparison shows, by years, 
that Trans-Canada's over-all load factor would be 
lowered from 90% plus to approximately 65% if it 
were not. for these storage facilities. From 
this comparison we conclude that Trans-Canada's 
cost of transmission would be increased by some 
40% if storage facilities were not available to 
Union and Consumers!. 

In evaluating the effect of storage 
on Trans-Canada's load factor as shown in the 
abovementioned table, it was necessary to relate 
the estimated amount of storage that may be re- 
quired by Union and Consumers! to the amount of 
available storage in Southwestern Ontario. 

An estimate by years of the amount of 
storage that will be required by Union and Consumers! 
is attached hereto and entitled - "Estimate of 
Storage Use Required by Union Gas and Consumers! 


Gas (Central Zone)". This tabulation is based 
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on the assumption that Union and Consumers! will 
continue to purchase gas on a load factor basis 
consistent with the present contracts they have 
with Trans-Canada, and shows the estimated peak 
day and winter withdrawals required as a result. 

By relating the needs of Union and 
Consumers! for storage with the availability of 
storage in Le treet Ontario, we conclude that 
based upon present day economics storage is being 
developed to the extent that it can be effectively 
utilized, and that sufficient storage can be 
developed as needed to meet the future needs of 
Union and Consumers! over the projected 30-year 
peraod. 

We further conclude that the high 
doad factor,operation afforded the distributing 
companies and Trans-Canada Pipe Lines by this 
uUsare of storage is of @reat bDenetit to, consumers 
and producers of gas alike. 

THE CHAIRMAN: Me. Patti lito? 

ME PATTUILO: Mr. Coates, in. your 
study of gas storage did you reach any -conclusion 
as to whether in the future or the present gas 
storage could be developed which would wipe out 
the necessity of having sales of interruptible? 

MR, COATES: Wie WP LO Os aon: 
believe there are sufficient storage fields avail- 


able now or that will be available in the future 
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so that all interruptible gas can be stored. if 
Just do not believe that there is enough there. 
Perhaps my geological friend could assist with 
the questicn, 

MR. HORTE: The conclusion we 
reached on looking at this storage, there appears 
to be available presently what amounts to approx- 
imately enough to look after the 40-year require- 
ments of the Union and Consumers! market if their 
market protractions are assumed as being that which 
Will take place over the next 30 years. We 
further concluded that because of the location 
of the particular storage fields that the economics 
of storing would limit their: use mainly to Union 
and Consumers! market area and, therefore, that 
the fields would continue to be developed for 
storage as the market needs increased in this area 
and that eventually all of the presently known 
storage areas would be economically used in the 
Union and Consumers! area. 

MR, PATTILLO: Let me see if I under- 
stand what you are saying. Union told ws’ this 
morning that they did not sell any interruptible 
gas, do I understand you to say that because of 
the storage fields that it will be possibie tor 
both Consumers! and Union to operate without selling 


any interruptible gas? 


MR, HORTE: Nome ite belvever Union 
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in their market estimates continue throughout the 
50-year period at about their present load factor, 
in fact, their load factor became slightly smaller 
than it is presently so they are not including 
intverruptible: industrial salesein) their market 
estimate. However, Zonsumers' make some industrial | 
Sales that is reflected by their market load factor 
of approximately 50 per cent which they continue 
throughout the 30-year period. I would therefore 
assume that they would continue to purchase on 
about their same ratio as they are presently doing 
With respect to interruptible gas and with respeer 
Co pvorage Tacili tics, 

Mi PAD Gao: Can you, develop this, 
Mr. Coates? From your experience in the gas 
business if L am a distribitinge companys and have 
storage facilities, what factors do I take into 
consideration as to whether I am going to store or 
whether I am going to purchase interrupt ble? 

MR. COATES: Well, I think you have 
to take into consideration, and I would like to 
preface: by Saying. 1 have never been dUmeiie io 
tributing end of the gas business, but I believe 
considerations would have to be given to the cost 
of storage, the cost of the gas to De stored and 
the type of service that the Aistreihawor tis wendering. 
For instance, as Union says, they make no interruptible 


sales, they depend entirely on their storage and 
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make it possible for them to operate at a high load 
factor that they have to continue to do, they must 
be able to buy gas at a price that will enable them 
to spend the money necessary to store the gas, 
recover it and deliver it to people who finally use 
ok ert Now, a company such as Consumers! that does 
not have large storage available to it yet has a 
very hign peak demand, I think you have to try to 
store gas that they anticipate they would need 

for a very - if I may use the words - peak, peak 
area where they would handle the contract demand 
quantity that they have purchased from a transmission 
company they would like to have in storage or would 
find it necessary to - they would like to have in 
Storage and use that gas at that time or they would 
have to make some gas or they would nave to have 
some additional service for a higher price gas from 
the transmission company. LL thinkythes ivinecds 
to be pointed out that gas that is stored becomes 

a higher priced gas than gas delivered directly 
from the transmission company and then from the 
distribution system and on to the ultimate user. 
The general practice has been, with the exception 
of the Union, they are the only ones I know of 

who depend on their store of gas to take over a 
considerable amount of their load factor in the 
winter months, but the general use of storage is 


for meeting all other requirements that cannot be 
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met by a pipe line that is constructed to meet its 
peak day demands or its contracted peak day demands 
and there are many days like that. I think more 
particularly that happens with our system more 
often than practically any others on this continent, 
Since we are running entirely within the same 
temperature zone. If a pipe line meets a peak 
demand from every customer it has, then the facilities 
are entirely used, and if there is an additional de- 
mand for gas there is no peak gas available to any- 
body, then those who have storage are in a preferred 
position and this gas with a distributing company, 
iTwili not say they will pay any price, spur uney 
are certainly willing to pay a premium for gas be- 
cause it is necessary to have gas to keep their 
services up. 
Mk. PATPIELO: From you experience 
in the gas business in the United States prior to 
coming to Canada, who operated the storage facilities, 
transmission companies or the distributing companies? 
MR. COATES: There are all sorts of 
variations, some of them are operated by the trans- 
mission companies, some are operated jointly with 
distributing companies and some operated by dis- 
tributing companies who purchase gas during off- 
peak times from the transmission companies and 
store it and use it as they find necessary. 
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here, subject to correction, but in my own ex- 


perience with long transmission lines, I know of 


no such facility that started in the storage business 


in the first year of their operation. There are 
several of them who do store gas eitner for their 
own accounts, jointly with others or just because 
the others have storage at the present time, but 
in each instance it was several years after the 
companies were in operation and after a market was 
more firmly established. 

Mie PATTIELO: Well, what is the 
significance of that, Mr. Coates, in yours opinion? 

MR. COATES: Well, money is a rather 


important ipart off it. In, order fora company to 


buyiwas in the field, budid the facilities: vo trans~ 


mit iiland carry all of those’ costs themselves 
would require considerable additional money to 


operate on in the years when, historically I think 


you will find, the gas transmission lines, long lines 


such as ours, need a development period and at the 
very time they would need to be developing a market 
and selling all the throughput that they possibly 
can, they need the cash at that time, and I think 
that is one of the prime reasons why. I think 
market development probably has something ZO do 
with it, if the market develops and your firm de- 
mand for preferred market increases to meet the 


firm demand for the preferred market it becomes 
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necessary at times, as I related a minute ago, 
to go even beyond the capacity of your system 
To deliver, 

MR. PATTILLO: Would you say in 
your Opinion. there as» any significance in: the 
fact that Union Gas is supplying an area where 
natural gas had been in use for a great many years? 

MR. COATES: Wells Ii thinkiUnion 
has a rather unique condition, Union has had gas 
production in south-western Ontario, I think it 
has been on a limited basis and they readily admit 
that, and in order for them to have market growth 
it was necessary for them to purchase gas from the 
United States. This gas was not available on 
a firm month-to-month basis, it was available to 
them only during a period of the year when they 
actually did not require the pas Do meeu their 
own services and they bought it and stored it, 
and I think their operation is unique as far as 
my personal knowledge is concerned. T think they 
did exactly what they should do. 

MR, PATTILLO: Now, regarding this 
study you made of possible storage facilities, was 
that made from records or was it made from on the 
ground survey? 

MR. HORTE: It was made mainly from 


records and as a result of discussions that we 


—— had with the Union people, the Consumers! people, 
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the Ontario Fuel Board and Imperial Oi1 who have 

done a great deal of the exploratory work in this 
south-western part of the province. We were unable 
in the time to make detailed studies as to the re- 
serves Or the Limits of the various fields in Ontario. 
However, as a result of discussing the various fields 
With’ the people in the area we particularly in our 
discussions obtained data as to the producibility 
ofthe fields, the aerial extent of the fields, the 


quantity of the gas which now may be in the field, 


all of which are facfbors that must be considered 


in the economics of using a storage field. 
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After discussing this with the various 

people I have mentioned in Ontario, we came to the 
conclusion that the fields we have selected in our 
first tabulation are the fields, the first two 
groups, are fields which Union has mentioned in 
their submission, as fields in which they now have 
storage facilities in or plan to use for storage 
in Ohe very near future. The fields listed under 
items 3 and 4 -- in 3 in particular, are relatively 
small fields, but they are in and around the same 
general area as the Corunna and Waubuno fields. 
While these fields listed in 3 are relatively smail, 
they are pinnacle-type reefs which on the basis of 
our study appeared to us to be the best type of 
storage facility in this area because of Ghe wery 
good delineation of most fields and fairly high 
deliverability characteristics and small areal 
extent, thereby reducing the amount of gathering 
facilities required in the area. While this may 
not be desirable in the case of the fields show 2n 
three to convert them to storage immediately, it 
was our feeling that eventually, as the more desir+ 
able fields became used up, the fields such as these 
may be converted to storage. The same pertains 
to fields listed under four. The fieldsunder 
three are producing small quantities of oil, and 
the fields under four, while not producing oil, 


are fairly small and again we think they would be 
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developed after the more desirable fields. 
THE CHAIRMAN: Mr, Frawley? 
MR, FRAWLEY: Mr. Coates, it would appear 


that in the eastern zone you will have to operate 
your system without any storage at all? 

MR, COATES: ¥es, “Sie. I believe that 
is correct. There is no known storage in the area, 

MR. FRAWLEY: That means, I suppose, that 
you have a different sort of operation profit-wise in 
the eastern zone, where you have no storage, as compared 
with the central zone, where you do have storage? 
Does that follow? 

MR, COATES" I do not follow your question, 

MR, FRAWLEY: Does it follow that you have 
a different kind of operation profit-wise in the areas 
where you have no storage as compared with the areas 
where you have storage? 

MR. COATES: No, I do not see that it 
makes any difference. 

MR. FRAWLEY: There is no connection between 
those two at all? 

MR. COATES: NO, “Sara 

MR. FRAWLEY: Will the price of gas in 
the eastern zone, because of the fact that you have 
no storage there, be higher than in the central Zone, 
where you do have storage? 


MR. COATES: No, Sif, Not edue vossterece 


or the lack of storage. 
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ANGUS, STONEHOUSE @ co. LTD 8430 
MR, FRAWLEY: But there is a higher price 

in, the ee end. but you say that has nothing 
at all to-do with the presence or absence of storage? 

MR. COATES: It has to do with the miles 
from the source, 

MR. FRAWLEY: And nothing else? 

Mi. COATES: It had to do with negotia- 
Rots Tae best tbypesor conlractewe: could gece 

MR, FRAWLEY: I see. Your evidence is, 
then, that there is no advantage price-wise to 
the ultimate consumer whether you have storage or 
Pou, wos Cat. raeht? 
Myr, Coates, just bear with me. I am just 


feeling my way. You have told me you have no storage 


in the eastern zone and you have storage in the central 


zone. I am only asking you two questions. I just 
want to know whether or not the price is higher in 
the eastern zone because you have no storage, 

MR. COATES: NO, 8227. 1U, enous ite 
because of lack of storage. 

MR. FRAWLEY: All »,ighto Then tierce ae 
no disadvantage, then, in the eastern zone because 
you have no storage there? 

MR. COATES: I think there is a dis- 

advantage as far.as the distributing company is 
concerned, in that he has got to find enough sales 
to make it possible for him to buy at a high load 


factor, so he can buy gas at. the best price he can, 
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He either has storage to put it in or he has to 
sell interruptible gas. 

MR. FRAWLEY: It comes back to this, that 
you have a better load factor in the area where 
there is storage available? 

MR eS COATES : No, sir, we do. not. 

MR. FRAWLEY: I wish you would explain that. 

MR. COATES: I have just said we do not have 
a better load factor in the central zone than we do 
in the eastern zone -- it would be principally 
Quebec Natural Gas, since it. is: our principal purchaser, 
they purchase from us-oncay9O perscentm@iced Bacres 
basis, 

MR. FRAWLEY: And they are able to do that, 
lacking storage, by making interruptible sales? 

MR, COATES: Yee, sir, il presume that 
is what they are going to do, 

MR, FRAWLEY: We have the relationship 
between storaze and interruptible sales in fairly 
good juxtaposition. Where you have no storage, 
enen, tyouvmhave to (go “or Inverruptaetesates —- 1s 
that the situation? 

MR. COATES: You have to have something 
that you can operate at a high load factor with. 

MR, FRAWLEY: I see. You must have the 
high load factor to make your operation profitable, 
in your view? 


MR, COATES: Any company that operates a 
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long line gas transmission company must have a high 
load factor to make a decent profit, or any profit, 
whether it be poling to-California or going to 
Montreal. 

MR. FRAWLEY: And you achieve that high 
load factor either by having adequate storage or 
by making interruptible sales? 

MR. COATES: Yesor sir. 

MR, FRAWLEY: And the fact that you have 
no storage in the €astern zone, as’ i say, 2s 2 
matter of distance from the storage that you have 
ecntracted for? It would now be economical: vorvake 
gas From the Dawn feild, where iu, has  beenmovercc 
and Sell it in the eastern zone? 

MR, McNEIUL: L “dG net Wants to Seer cia culst, 
but we have said categorically that we have no storage. 
The Union Gas Company has storage and Consumers! Gas 
has. We have none. If Mr. Frawley will dis- 
tinguish between the distributor and the pipeline | 
company, I think that Mr. Coates will be far better | 
able to meet and answer his questions, 

MR, FRAWLEY: I hope myo iriend, Mr. 
McNeill, does not think I am asking questions just 
to be difficult. I am feeling my way in a matter 
that is rather difficult, and my friend, Mr. McNeill 
has been living with this Trans-Canada Poe Time 
for years on end, and I have not been,and I ask 


my friend Mr, McNeill to bear with me and not to be 
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quite so short-tempered. 

THE CHAIRMAN: I would not worry about 
tempers. We have all been living with a lot of 
natural gas for some time. 

MR. FRAWLEY: Mr. Chairman, after all 
I represent the province from which this gas comes 
and I think that I would hope that my questions 
would be received with a little more cordiality 
than that with which they have been received either 
here for arr Toronvo, 

THE CHAIRMAN: Can I reframe your ques- 
tion for you, Mr. Frawley, and see if I can see 
exactly what you want. Assuming that storage was 
evaLltable in the central zone to Trans-Canada,” iney 
have not got storage in the eastern zone and they 
could not draw eas from the storage in the cenural 
zone and market it economically in the eastern zone? 
Is’ thac it, Mr. Prawley? 

MR, FRAWLEY: That is my question, 

THE CHALRMAN: “IT gov the same dit rerence 
that Me. McNeill did, "an alimeiairuess., in your 
question, but I knew what you intended. Mr. Coates, 
would you answer that question? 

MR. COATES: Me. Chairman and Mr. Frawley -- 

MR, FRAWLEY: May I say before Mr. Coates 
answers the question that that is precisely the 
attitude that I thought? 1 would receive, (ne fac 
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quite correct and complete in my question, and IL 
thought Mr. Coates would appreciate it in some way 
and answer the question accordingly. I am not here 
as an antagonist to Trans-Canada Pipe Lines, 

MR. COATES: I do not believe it would 
be economic to store gas in southwestern Ontario, 
say, in the Dawn fields, for delivery in Montreal 
at some later date, 

MR. FRAWLEY: All right. 

THE CHAIRMAN: Because of the distance? 

MR, COATES: The distance of approximately 
450 miles. 

MR, FRAWLEY: That was the purpose of my 
question -= just to get that answer. That is all, 
esse ers TOU. 

THE CHAIRMAN: Thank you. 

MR. COMMISSIONER HARDY: Mr. Coates, 
following on that same line, on a more cheerful 
note perhaps, supposing that your main line went 
through southern Ontario, supposing it was along 
the Interprovincial Pipeline, would not your posi- 
tion on storage be quite different than it is now 
economically if you had it adjacent to your main 
Labi 2, 

MR yp COATES. oes pci L. think 2itrwould 
be a considerably different picture. Unfortunately, 
the Governnent of Canada did not wish Trans-Canada 


Pipe Lines to build a pipeline along the rouge OL i nver 
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provincial, £ would like to qualify that, Dr. 
Hardy, to this extent, that it would be a different 
picture so far as Trans-Canada's operations in that 
immediate vicinity are concerned. To tht nee nes 

if you go on beyond that you will have still got 

a pipeline that would extend, say, from the 

storage areas onto Montreal. This would have to 

be built to meet the Montreal peak, and storage 
would be still some several hundred miles away. 

MR, COMMISSIONER HARDY: Yes, but what I 
am coming to is that it would look to me that, if 
you were in that position, taking that hypothesis, 
that the economics of handling the storage would 
be quite different than it is now with the storage 
being handled through the marketing facilities of 
GWOo Specific distribution companies. 

MR, COATES: I do not know whether we 
Could Gola. very economic job. £ think, There would 
be a difference certainly in the cost of the project, 
because you would not have so far to go with the gas 
to be stored. If we passed through the area, we 
would be there with the excess gas, and I believe 
Mr, Palin said this morning that the transportation 
charge to and from the field is a rather considerable 
item as far as they are concerned. If the pipeline 
could deliver directly in the:field area, 10 would 
save a considerable amount of the cost of storage. 


If Trans-Canada did it itself or as a joint 
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operation with Consumers!, or if they did it, the 
economics of the storage, that is the preparation 
of the ‘storage fields and the injection and with- 
drawal, I cannot see that it would have a material 


effect. 


MR, COMMISSIONER HARDY: I was not saying 


that you might or might not operate the thing 
mors*economically, IL was saying you mizht find 
yourself putting a different dollar value on each 
thousand feet in storage than is the case now by 
Consumers! and Union. Is that not possible? 

| MAR. COATES: Yes) cary Luge ere ios 
POsSSLULE, 

MR, COMMISSIONER HARDY: Would I be 
correct in assuming that there has not been a too 
detailed analysis made at any time of all the 
possible implications of this storage problem, 
taking into account - - 

MR. COATES: Dr. Hardy, I have been with 
Trans-Canada four years now, A good deal trans- 
pired in the company prior to that time, and the 
route of the pipeline had been fixed prior to my 
association with it. What transpired in the 
investigation of this problem prior to August, 1954, 
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However, I can say that shortly after I joined 
Trans-Canada, I did visit with those who ow and 
operate fields in that area, both storage and pro- 
ducing fields, to try to determine whether or not 
it was best for Trans-Canada to attempt storage, 
or whether it would be just as well if someone 
else did it, as long as the job was done to some 
extent. 

MR. COMMISSIONER HARDY: IT wasn! t 


criticizing, Mr, Coates --- 


MR. COATES: ft realize hac. sam. 
MR, COMMISSIONER HARDY: -- the route 
of Trans-Canada, or what was done. I was thinking 


more in terms of the next step they have to apply 
LOY More fas, 

MR. COATES: Sir, there had been no in- 
vestigation made at this date as to the route of, say, 
the second pipe line that Trans-Canada will have to 
buLlds I think all possible routes would be investi-— 
gated with the thought in mind, or perhaps just what 
you are thinking, of going directly to the storage 
fields with it so that we might get more economical 
storage, 

MR. COMMISSIONER HARDY: Thank you for 
implying I was thinking that. 

MR, COATES: From your questions I gathered 
that, 


THE CHAIRMAN: Thank you very much, Mr. 
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Coates. What is the next one, Mr, McNeill? 

MR. McNEILL: The next one, sir, we 
do not have an exhibit for, but Mr. Coates has 
material in his hands to enable him to answer 
questions of Dr. Howland concerning the matter of 
Emerson export and its profitability as compared 
to the Canadian operation, assuming the purchase 
of 13t-cent gas entirely for Emerson export. 

MR. COATES: I have prepared an answer, 
Dr. Howland. If it is permissible, I will read 
me hr 

At the Toronto hearings July 5th, Dr. 
Howland asked me whether the Emerson export would 
Still be profitable to Trans-Canada if we assigned 
to it only higher priced gas purchased on the basis 
of our 13.25 cent Gas Purchase Rate Schedule. He 
also asked that we compare the profitability of 
the Emerson export on such basis with the profita- 
bility of Trans-Canada's Canadian sales. I have 
had such a computation made, 

As to the Emerson sale itself, based on 
allocation, generally employing the FPC's Seaboard 
Case method, of Emerson's share of the cost of ser- 
vice related to the main line facilities west of 
Winnipeg plus 100 per cent of the cost of service 
related to the Emerson Lateral and assuming Cost 
of Gas Purchased all relates to gas purchased under 


our 13.25 cent base price Gas Purchase Rate Schedule, 
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the sale is always profitable. We potions the 
basis of allocation used to be a fair one. 

As to relative profitability, the 
following comparison as between rate of return 
on Canadian sales, if there were no Emerson sale 
made at all and the rate of return on the Emerson 
sale, determined on the basis I have outlined above, 
may be made by years: 


Emerson Sale Canadian Sale 


1959-60 8.66% 2 BGO 
1960-61 7 Og, 6 60% 
1961-62 5.92% 6.79% 
1962-63 5 Aad 5 9H 


(All of the above reflect payment of no income tax 
since none would in fact be payable in those years). 

From this it can be seen that even a1 
we allocate the higher cost gas to Emerson, the 
export sale produces a higher rate of return during 
each of the years 1959-60 and 1960-61 than the 
return on the Canadian sales if no export sale 
were made at Emerson at all. During the years 
1961-62 and 1962-63 the Canadian sales produce 
the higher return. 

While base figures are not available to 
make the precise calculation it is predicted that 
in the year 1964-65 the Emerson sale would again 
produce the higher return as a Pesult OL the price 
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cent per Mcf which comes into effect that year, 

If our friends south of the border do not 
act on the application of Mid-Western prior to 
November lst, 1958, then ovr sales at Emerson 
would be approximately one cent more commencing 
in the first year of delivery; so that those per- 
centages at Emerson would of course be increased 
gabe Pesuitvorrthaty 

THE CHAIRMAN: Are you losing sleep 
worrying? 

MR. COATES: No, sSivyilvan noes 

THE CHAIRMAN: Mr. McNeill, what is the 
next one? 

MR. McNEILL: Sir, we have at this point 
come to a fairly long item. It is the one I re- 
ferred to as being the other question, namely fore- 
cast of the probable impact of Trans-Canada gas 
sales on the market for oil and coal in Ontario and 
Quebec. We have now got that material in our 
hands. We have extra copies, I think, now of the 
memorandum that we could distribute, but it is five 
pages long. I didn't know whether you wished to 
proceed with it, with the reading of it at this 
point. 

THE CHAIRMAN: Have any of us had an 
opportunity to read it? 

MR. McNEILL: No, sir, including myself. 


It arrived while we have been sitting here, 
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THE CHAIRMAN: Then I am sure counsel 
would like to deal with it during lunch, 

MR. MeNEILL: Yes, I was going to suggest 
that we could certainly distribute it. We 
apologize for this. 

THE CHAIRMAN: NO sua. 

MR. McNEILL: That is the position. 
phen is 1% your idea to read this now, six? 

THE CHAIRMAN: No, I think if you dis- 
tribute it to counsel and perhaps if the Commis- 
sioners sone have copies -- have you sufficient 
copies? 

MR. McNEILL: We have at the moment seven 
copies, sir, and we expect to have more copies by 
noon. 

THE CHAIRMAN: It is more important that 
counsel have it. They will be doing the question- 
ah eleay 

Well, then, I would suggest we adjourn, 
gentlemen, to reassemble in this room at two 


o'clock, 


---Whereupon the hearing adjourned until CLOT Delis 
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---On resuming at 2.00 p.m. 


THE CHATRMAN: Gentlemen, the Commission 
will now resume its hearing. 

Mr, McNeill, you are about to present a 
submission? 

MR. McNEILL: A submission entitled 
"Probable Impact of Trans-Canada's Gas Sales 
on the Markets for O11 and Coal in Ontario and 
Quebec for the Year 1962-63". 

Sir, I would apologize for the defielency 
of copies. We are having it mimeographed -- it 
has been mimeographed, and it is presently being 
assembled, and we will have more copies to leave 
with the Commission and other people in this room 
during the next hour or so. It occurs to me 
that, in view of the fact that we have been so late 
with this, it has given no one an opportunity to 
prepare for cuestioning on it. if that is) jcke 
case, why, of course, we are quite prepared to 
make available the people who are responsible for 
preparing it or to supply additional working papers 
or any information. I wonder if, in the light of 
that, you might wish to have this taken as read? 

THE CHAIRMAN: IT had an opportunity of 
reading, during the luncheon interval, a copy that 


counsel had, and I think that is a sensible 
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suggestion. AS a matter of fact, it is a véry im- 
portant memorandum, 

MR. McNEILL: I don't want to make ex- 
cuses for being late, because if we go back on the 
transcript we find that four of the major oil com- 
panies have promised this same information, and 
our last advice is that none of them have filed it 
with the Commission. 

THE CHAIRMAN: I think that is very fair. 
I don't think that counsel, at this short opportunity 
to consider it, want to ask questions. Is that 
richie Nine PacclLito? 

MVR SPATT EGE: That is quite’ riehnt, Mr, 
Chairman. 

THE CHAIRMAN: Mr, Frawley? 

MR, FRAWLEY: Mr. McKinnon has seen it, 
but he does not wish me to cross-examine. 

MR, McNEILL: I might say that we extend 
the same orrex as far as the Province of 
Alberta is concerned. 

THE CHAIRMAN: Thank you. very much, Mr. 
McNeill. I think we can take it as read. 

MR. McNEILL: It will be Exhibit No. M-22-4, 
---EXHIBIT NO. M-22-4: Document covering Probable 

"peice als. ye Be Impact woth ieanc-CemadacnCae 
Sales on the markets for oil 


and coal in Ontario and Quebec 
for the year 1962-1963. 


The document reads as follows: 
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"This presentation aims to show how the 
Sales of Trans-Canada's gas in Ontario and 
Quebec may reasonably be expected to affect 
the sales of o11 and coal on the assumption 
that Trans-Canada's pipe line had never 
been built. 

"The natural gas to be sold by Trans- 
Canada to distributing companies in Ontario 
and Quebec for resale to customers in those 
provinces, as forecast for the year 1962-63, 
will amount to 227 billion cubic feet and is 
to be distributed approximately as shown in 
the table below. The quantities are based 
on submissions made to the Commission in 
Calgary last February. 

(Billions of Cubic Feet) 


Type of Use Ontario Quebec moval 


Residential and 

Commercial TLG0 25.4 96.4 
Industrial 95.8 55.0 130.8 
Total 166.8 60.4 227.2 


The total sales of Trans-Canada's gas 
will represent, according to our estimatos, 
approximately 20 per cent of the total resi- 
dential, commercial and industrial fuel re- 
quirements in the two provinces in 1962-63, 

" Approximately 23 billion cubic feet 
of the 96 billion cubic feet of gas to be sold 


for residential and commercial purposes, and 
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and approximately 11 billion cubic feet of the 
131 billion cubic feet of gas to be sold for 
industrial purposes will replace manufactured 
gas and imported natural gas already being 
sold in 1958, 

"While much of the 73 billion cubic foot 
balance of the Trans-Canada gas to be sold for 
residential and commercial purposes will replace 
sales which otherwise might go to oil heat, the 
widespread availability of natural gas in addi- 
tion to o11 should induce a larger number of 
small property owners to replace or convert 
heating equipment now burning solid fuels. 
Also, the initial cost of installing gas heat 
is lower than that of installing o11 burning 
equipment, and the combined selling efforts of 
a gas industry and of the oil industry should 
be more effective than those of just the oil 
industry. 

"The additional effect of natural gas 
on coal as a domestic and commercial fuel may 
not be great because there already is a trend 
away from this solid fuel to automatic heat. 
The Dominion Bureau of Statistics yearly 
sample survey shows that the number of house- 
holds heated with coal in the two provinces 
decreased annually by about 66,000 households 


during the past three or four years, and there 


‘ead 4 : tawedeebae | 


Ce 


ie Taal 


* Sr ae ss bre 


ree, bie a ae a Se etree , p 


7S refs tl 


ae) 
; i 
4 
' 
j 
t 
il 
a 
a 
i 
» 
7 « i y 2» 
bad ae 7 i a4 ) ? 
ee oe ey A 
rics iNet > “y oy eer | 
Maree | sa as OEE Be 
4 i , = | i 
: i Pil . OF m2 a he b I or db 4 tb View | 
‘ G ae 3 # : a al ) 
PUM | Oy Gage OU NY To ORs erie ee ae a, 2. Saas "1 hee 
6 hk Cee Se het OHS Tea eal Oe ee . py iat 6 = as | 
: 7 
~ * » (> ¢ re * . 
‘ea SBA f 
eras hy ane 4 is , 
See : * Pine nn Ce er 
. es Fs ie ene cL ae 4 
f , Ul 
i Py i i 4 é roy . 
© ns - i 
, oe Serer ak * 
‘ . 
Md } ‘ ee : 
1 ; ae aoe ae ; 
5 . 
1 fies ae: : 
+ a Pha Sr a 
P ° : tae ape 
i : ry 
oh = a? \ 5 oy 
on or a or wf 


ANGUS, STONEHOUSE & CO. LTD. B46 
TORONTO, ONTARIO 


was a parallel yearly decrease of some 30,000 
households that used wood as the principal heat- 
ing fuel. Gas is expected to obtain a con- 
siderable share of the future conversions in the 
service area that otherwise might have been 
obtained by oil. Gas will also capture a 
rapidly increasing portion of the fuel require- 
ments of new homes being constructed in the ser- 
vicelarea, 

"The additional 120 billion cubic feet of 
gas for industrial use will be sold almost wholly 
to customers who otherwise would use oil and coal. 
As used here, the term 'industrial' includes manu- 
facturing and mining, but not transportation and 
electric power generation, 

"Tn accordance with the suggestion of the 
Chairman, in our projections we have used the 
current ratio of oil and coal used by industry 
as a basis for apportioning the effect of sales 
of Trans-Canada gas between the two other major 
fuels. In 1956, the latest year for which com- 
plete data are available, industry in Ontario 
used those fuels in the ratio of 4 for coal to one 
for O11; in Quebec, on the other hand, industrial 
use of the two fuels was almost evenly divided 
dime (co trauio. 


"Of the 193 billion cubic feet of gas 


supplied by Trans-Canada, in 1962-63 in competition 
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with other fuels in Ontario and Quebec L252 Daas 
lion cubic feet will be directly competitive 
with o11 for residential, commercial and indus- 
trial uses, equivalent to 21 million barrels of 
oi1, or about 53,000 barrels daily. Based on 
usage in 1956, kerosene, stove oil and light 
fuel oils would account for 13 million barrels, 
or 36,000 barrels daily, and heavy fuel o1i1 for 
8 million barrels, or 22,000 barrels daily. 

"No attempt is made here to estimate the 
extent to which the division d¢ markets between 
distillate fuel oil and gas might affect re- 
fining production in the Ontario or Quepec: re- 
fining areas in 1963. Trends in the relative 
position of the oil refining in the two provinces 
have been the subject of considerable testimony 
before the Commission. However, the 13 million 
barrels of light oil fuels involved would be 
considerably less than the growth in consumption 
of such fuels in the two provinces from 18 
million barrels in 1951 to 39 million barrels in 
1956. 

"The 8 million barrels of heavy fuel oil 
that would yield to gas are below the gain in 
demand for such oil for industrial and heating 
uses from 9 million barrels in 1951 to 18 
million barrels in 1956. Total usage of heavy 


fuel oil for all purposes in the two provinces 
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amounted to 32 million barrels in 1956 and 35 
million barrels in 1957. 

"It may be of significance to the Commis- 
Sion that Ontario refineries in 1957 refined only 
4 per cent of the heavy fuel oil consumed in the 
province although they met 65 per cent of the 
domestic gasoline demand, Further, Quebec and 
Ontario together imported more than 2,900,000 
barrels of heavy fuel oil from foreign countries 
in 1957. ‘These facts are significant to the 
subject under consideration. First, they 
recall the fact that oil products prices are not 
favourable to production of a high yield of heavy 
fuel oi1 from Canadian crude oil, at least east 
of Lake Superior, even when there is a potential 
market near the refineries, Secondly, they 
indicate that under present conditions the 
initial impact of any relative, or possibly 
temporary absolute decrease in demand for heavy 
fuel oil in Ontario and Quebec might be to reduce 
imports of heavy fuel oil. There could also be 


a decrease in the volume of heavy crude oil im- 


ported to refineries in the Montreal area. Whether 


or not any prospective 'displacement' of heavy fuel 


oil by gas in Ontario or Quebee would, under 
any foreseeable circumstances, be likely to re- 
duce the demand for Canadian crude oil to a 


perceptible degree is a question that could be 
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readily determined, 

"The estimated sale of the balance of 70 
billion cubic feet of gas will be to industry in 
competition with coal, equivalent to approximately 
e.( miliion tons of that commodity. Of that 
amount, some 615,000 tons would be in the Pro- 
vince of Quebec, where total industrial coal con- 
sumption in 1957 was more than 2,700,000 tons. 

The remaining 2,085,000 tons would be displaced 
in Ontario, where all but a very minor part of 
the coal must be imported from the United States. 

"As a further means of showing the com- 
petitive fuel situation in perspective, both 
historically and in the future, tables are attach- 
ed which indicate that even with gas gaining 
rapidly, heating oil should still have room for 
a good rate of growth during the next five years. 
In this connection, it is noted that in the pro- 
jections it has been assumed that all of the gas 
sold for residential and commercial uses would 
come out of sales which might otherwise have 
gone to oil. Actually, a substantial portion of 
the sales of gas for such uses will be to new homes 
and establishments, with much of the balance coming 
from conversions of existing coal users. 

"Tn estimating total residential and com- 
mercial requirements for oil, gas and coal, we have 


used the same rates of population frowth and per 


to Peay ethos Sit ok pried, f uy: 7 | 
| , oauiell: Dara! pe: Sons petrol gba eeuen 8 Bes ot 
| 


woes tel, ev bvenalaee4 eee ie <a hia ae 
a Lact: avd l39q. 


| goid, , aekhow deta: “te eT | 
FS Setanaetbetins eee ws Liat See } oa my ‘it ibieottodatl 
abkhees . ee + Md noted tear sofabed iobry: Bs | 
er ey si ac sani basket tchuene athey ‘Boker “enhatel a 3 ry 
, BLO ee dean “Bete sania“ eecemorse RO Slat hooks a” 
. TE witty stad: bDevok eft coheeandio’ uSite: gts 
to's “witche fie tenth. bemrne eed aan gt siotkeek” - 
bidtinena Steate I ib Sommoy ‘Pieters ey sow Digs 
Vth saswoeiten th her - ede LR? torte re A oy 
Lo cid pena bmtatigecrectee 8 tious. othe: Oi Bhdo*: 
cemo!d wear aid Tit dosti dove’ sot RRR i eo.Lee edz 
' ach no ea neked side cs dom -cld-iw Vsvnenrlel dates’ hos 
. ia 
- | atom Leooteetos 4 deo hettephios nor’ 
“moo pelieab Law Sat: soul pottans cas. ar fe a 
BE OM SL ROR ME CESS ERO ES | adnan enyane egarin a | 


tot ie leaves” aoetelgog Ionge hee vend! arid” haven 
. Sa) ona nl al) ila 


ANGUS, STONEHOUSE & CO. LTD. 


: 
TORONTO, ONTARIO 8450 


capita usage of oil, coal and gas that prevailed 
in recent years. In estimating growth in total 
industrial fuel requirements, we have considered 
the report to the Royal Commission on Canada's 
economic prospects (Canadian Energy Prospects, 
page 306) which suggests a long term average rate 
of increase of 4.3 to 4.5 per cent a year. We 
have used a slightly lower rate of increase for 
the projection to 1962-63," 
THE CHAIRMAN: Then The stant om the 
Commission, or both, will have the opportunity to 


ask for any enlightenment on the contents of the 


memorandum as they see fit. Thank you very much, 
MR. McNEILL: The next item we have, sir, 

is the document which I referred to previously. It | 

is a Comparison of the Alberta and Southern 

Stamford Research Institute market survey, our own 

figures, accumulated figures of our distribution 

companies, Perhaps, if that document has been 

filed, it may be marked as Exhibit NO, M-22-5, 
Mr. Coates proposes to read the context, | 

a page and a small bit of context, and then if | 

there are any questions our gas sales manager will | 

be with us as well as the Commonwealth Services, | 

| 


---EXHIBIT NO. M-22-5: Comparison of ERC-SRI 
Market Estimates. 


THE CHAIRMAN: Thank you. Mr. Coates, 


would you read this? 
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MR, COATES: Comparison of ERC-SRI 
Market Estimates for Ontario and Quebec with 
Forecasts by Four Large Franchised Distributors, 

In Section II of the final report sub- 
mitted by Alberta and Southern Gas Company Limited 
to the Royal Commission on Energy, the Economic 
Research Corporation Stamford Research Institute 
Show under Table 1 their estimates of the annual 
firm gas requirements of distributors in the 
areas of Canada served by Trans-Canada Pipe Lines 
Limited, In Table 3 ERC-SRI gives estimates of 
gas sales classed as interruptible for the Canadian 
market served. 

The ERC-SRI estimate of markets for 
Ontario and Quebec is the sum of the volumes in 
Table 1 for the areas 1 to 4 inclusive. The 
interruptible sales for Ontario and Quebec are 
not readily derived from Table 3 and so the volumes 
shown for the whole of Canada were assumed as 
Ontario and Quebec sales in order to arrive at the 
total ERC-SRI estimates for Ontario and Quebec, 

The attached summary compares ERC-SRI 
market estimates as developed for Ontario and 
Quebec with the latest forecasts made by the 
four large franchised distributors in Ontario 
and Quebec, namely, Northern Ontario Natural Gas 
Company, Limited, Union Gas Company of Canada 


Limited, Consumers! Gas Company and Quebec Natural 
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Gas Corporation, 


For each of the five contract years be- 


ginning with November 1st, 1958 to November lst, 


1959 year, the distributors! forecasts are shown 


individually and as a total opposite ERC-SRI esti- 
mates of annual firm plus interruptible sales. 

It will be noted that in all years the 
distributors forecast larger requirements than 
ERC-SRI and the fifth year requirements exceed 
ERC-SRI estimates by approximately 51,000 Mmef., 

Also listed are these distributors' 
take or pay for volume commitments under con- 


tracts already in existence, which show the dis- 


tributors have contracted to take or pay for in 


the fifth year only 11,000 Mmcf less the ERC-SRI 


estimates, If the fifth year take or pay for 
commitments of the other Ontario distributors -- 
Lakeland Natural Gas Limited, Kingston P.U.C., 
Augusta Natural Gas Limited -- are considered, 
this 11,000 difference is wiped out. 
This summary also demonstrated the re- 
lationship between distributors' annual require- 
ments as forecast by T.C.P.L. in submissions to 
the Royal Commission on Energy and the distributors! 
own forecasts. For the five contract years from 
1958 to 1963 the distributors estimate a total re- 


quirement of approximately 752,000 Mmef, Firm 


requirements anticipated in Trans-Canada's Royal 
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Commission submission total 706,000 Mmef approxi- 
mately. 

It is evident that the major distributors 
expect greater sales in Ontario and Quebec than 
ERC-SRI estimate and in fact exceed Trans-Canada's 
market forecasts of growth in the first five years 
of development. 

It is Trans-Canada's submission that 
ERC-SRI estimates of market requirements are un- 
reasonably low and this position is supported by 
distributors! forecasts. 

THE CHAIRMAN: Mr, Pattillo? 

MR, PATTELLO: No questions, 

THE CHAIRMAN: Mr, Frawley? 

MR. FRAWLEY: I have no questions, thank 
you, Mr, Chairman, 

THE CHATRMAN: Thank you very much, Mr, 
Coates, Mr, MoNeiii? 

MR, McNEILL: The final item, sir, that 
I mentioned is a document which demonstrates the 
application of the suggested method or formula for 
ascertaining the quantity of gas available for 
export from Canada. I would suggest that docu- 
ment -- it has been filed -- may be marked M-22-6, 
It is a document which is almost entirely a tabu- 


lation. 


-~~-EXHIBIT NO, M-22-6: Document re application of 
suggested method for ascer- 
taining amount of gas for 
export. 


Pret br caeely arth: Ceara 
gt Liat RE moenne a a ser sxe ea ten 
signy ovbt EMGT ate at Atom 


<tnunteesb to 


1 


eet iis bude 2 aban saneet ie ae | 

ie ab BEN aentiipers a all 4 “paths des Thee 
ed Serene a sold haoy ales brs wor yl CenOnsey 
Lodqsaoyet teusrediegehs 

Sebi an | an HAMAT AR ESD 

Ra Ue Ce ninerens _ Ji 

tyeotwasd an | SAO Ger 

‘sitese -Eaeerweds ay owed PRAT mM 
| .. Peetikat) en. RON, 

G6 NSE Guer Bay ee ~ SR ae 

) SLs Batao? 

ard he «edt Usntt elt. ioe ae 
ai “ cache tanonab aekhy dwetrooh.s ab temetcaga st 
‘Wot simirvot 2o bestien badewgee eht Do mebtastiqags 
Sime ‘eae suibrikedase BE 
“S8ieeb Seedy Feeaaite tine ee eRueO- net a rogne 
A498. Ahsan Om an (vee POLP 7). eid GS Gb ew) ee 
sutiad “5 UT Set tna baomta Sporto tw: tnemeoeh) e: ard) 

pais 

»eeiiel 


pod eno 


prays! Ligeays fF oe uke Fy HE Prrciane ie te 
7 nee gee “4 ry | ie cate oper ee inks os 


_ fo Punk) 


To HORS i lyge “Sy OBEROI 1206 BEIM. OVE REE sre 


ie 


- 


uv? D 6 


ANGUS, STONEHOUSE & CO. LTD. B454 
TORONTO, ONTARIO 


The document reads as follows: 

"Trans-Canada in its submission to 
the Royal Commission on Energy under the 
heading 'Re Regulation! suggested a method for 
determining the volumes of gas available for 
export from Canada, The calculations set out 
below demonstrate alternative applications of 
that method. Trans-Canada does not agree 
with the various methods or formulae sub- 
mitted by Alberta and Southern Gas Company, 
Shell O11 Company or The British American 
Oil Company, particularly because none of 
those methods meets the requirement, in order 
to finance, of having presently proved reserves 
under contract. 


(All volumes in trillions of cubic feet at 
1p. Slee) 


Established reserves of 
Alberta (a) PABA 


Reserves required for 
Provincial use LE ZOO). ewes) 


Reserves beyond economic 
reach (a) AS) RA) 


Reserves deferred because 
of o11 production (a) 1.4 1.4 


Reserves presently dedicated 
to existing export com- 
mitments (a) 6.0 6.9 


Additional reserves present- 
ly required by Trans-Canada 
Pipe Lines to supply its 
anticipated Canadian Sales 


1962-63 (a) — oes 


Available for Export Nil Lae 


eegea gan f oeere hcmaaeny sake % conan og i 


bd 
4 
sare f are | ts) Aonet 
| 


is LI: pi eg? 0%: alate Tig rk 
ou Cae ; AT ates 


sorgs 7 bap Sar es 
ibis Hehe niayentt ane sine sere 


my 7 i 


ooagiaty et sh ociant ‘ea stedEA x6, B93 i | 
pe as Le doguiat ait oO eo igEO rete aa : 


a. be e Bes A wil yeast Peton | cwghatO® £36) 
‘ 
ATO gitar s shapes eas ost abort? at Amica 


N 


sg siento obey 


oe fears: 9 tO aaok tee a3 ie Seley g¥a3 
' re hekes Baie & af 


“45 aavtenen bodehidst ea 
ih {i} etrod ta 


gol betlupes, sevissen 
Be AG. IL wen fatantyors 


orronooe hanged eevretst - 


ial eg nerset + bis gave go%: 


a ae ey : ankgeeret Ben the 


ii sea bbets % evils eveost 

canoe: Sos gatteke oF 4 

ey ae) | | (8) advent in | 
uJ ~ 


eee oversee fap eerabs 
chened-eest yd beta et 

. ip. hegee oF panbe sant Na! 
ae Leg. He kS cope! hoy agtoLy: i, 
Sc ee ae soy) he Seis 


8455 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


(a) Submission of Oil and Gas Conservation 

Board of Alberta to Royal Commission 

on fnerecy., 

(b) Testimony given by the Oi] and Gas 

Conservation Board and Staff to 

the Royal Commission on Energy, 

(c) Market requirements of Alberta 

for the year 1963, as estimated 

by the Oil and Gas Conservation 

Board, times 30 years; thus pro- 

viding full deliverability for 

a 20-year period. 

(d) Necessary to the financing of 

additional facilities which are 

required." 

THE CHAIRMAN: I don't know whether counsel 

have any questions with respect to it, Me -Patir oe? 

Mi fA LO No questions. 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: I have no questions. 

THE CHAIRMAN: You agree with the reserves, 
Mr. Frawley? 

MR, FRAWLEY: Yes, I am reminded that the 
Conservation Board said that they would prepare a docu- 
ment similar to this. They still propose to do that, 
sir, 

THE CHAIRMAN; And to file Av with The 
Commission, Mr, McKinnon? 

MR, PRAWLEY: Vos, You may recall that 
in Toronto you asked Mr, McKinnon and Mr, McKinnon 
said he would, Of course, Mr. McKinnon hasn't been 


in his office in Calgary for some time, but he pro- 


poses, in compliance with that request of yours, to 
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file a document of this kind, 

MR, MeNEILL: That, sir, concludes 
Trans -Canada's submission, 

THER CHAIRMAN: Thank you very much, Mr, 
Coates and Mr, McNeill and all your colleagues, 
I know that you have been before us several times; 
I think this is the third occasion, We shone ieen 
very much your cooperation with the Commission, 
We realize your problems, and I know that you | 
have devoted a great deal of time on behalf of 
the members of your organization and experts 
brought into the picture to assist us. We 
appreciate very much all you have done. 

MR, COATES: Thank you, Mr. Chairman, 
i would like to say on behalf of my colleagues. and 
my company that we appreciate the treatment we have 
received from you on the Commission and from the 
Commission staff, It has taken some time to do 
the job; we hope we have contributed something. 
Tf there is anything further, I would like to 
repeat that our staff is available to assist your 
staff or you or any of your colleagues at any time 
in connection with this matter. 


THE CHAIRMAN: Thank you, Sir. 
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Submission of 


MID-CONTINENT PIPE LINES LIMITED 


Appearances: 
Mr, Len M, Wilton,@.C. - President 
Mr. G. E. Beament, Q@.C.- Counsel 


New W. €% Gliman - President, International 
Oil Pipelines Corp. 


Mir. eraiiy C. Niles - Director, International 
Oii Pipelines; Corp: 

Mr. Ian Matheson - Executive, Dominion 
Securities Corporation 
Limited 

Mr. Dudley F. Cates - Partner, Kedder Peabody 
& Company 

MEO PATUELEO: We are next going to 


hear from Mid-Continent Pipelines Limited, who are 
appearing before the Commission at the request of 
the Commission, They have filed a submission 
which I propose to have marked M-22-7. I would 


ask them to come forward, 


---EXHIBIT NO, M-22-7: Submission of Mid-Continent 
Pipelines Limited. 
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Mes PATE EuOt Mr. Wilton, I assume 
that you will be leading the group and that you will 
introduce the group. 

MR, WILSON: Mr. Beament will. 

THE CHAIRMAN: Would you introduce 
your colleagues, Mr. Beament? 

MR, BEAMENT: Thank you, Mr. Chairman, 
I appear on behalf of the Mid-Continent Pipelines 
Limited, in making this submission at the request 
of this Royal Commission. There are present with 
me today: Mr. Glen M. Wilton, who is the president 
of Mid-Continent Pipelines Limited; Mr. William C. 
Gilman, of New York City, who is the president of 
the associated United States company, International 
Did Pipe Lines. Corporation;, Myr ePni lio Cy hie. 
of New York City, who is a director of International 
Ori ripe Lines Corporation; Wir. Dudley a icaves.. oF 
New York City, a partner of the financial house of 
Kidder Peabody and Company; and Mr. Herbert M. 
Bruce of Toronto, who is a director of Mid-Continent 
Pipelines Limited. It is also expected that we 
will have present shortly - - I am afraid we did not 
anticipate being called quite as early this after- 
noon - - Mr. Ian Matheson, who is a senior executive 
in Montreal of Dominion Securities Corporation Limited. 

THE CHAIRMAN: It you (eel ifs 
essential to your presentation, Mr. Beament, we can 


stand your presentation aside and go on with another. 
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MR, BEAMENT: I think not, with your 
permission, Mr; Chairman. He will be alone, saortiy, 

Mid-Continent Pipelines Limited was 
incorporated in 1953 by special Act of the Parliament 
of Canada within the general ambit of the Federal 
PepeLines. Ac. Some years ago those primarily 
concerned with this company formed the concept of 
atlarge diameter oll pipe line Zinkine the rich 
Alberta oil fields with the large and expanding 
market of the Great Lakes area of the United States. 
Over a year ago the company became increasingly 
eonvinced of the essential validity of this concept 
and it then embarked upon the formation of an 
international group to finance and set in train 

detailed related studies onthe geological, engineer- 
ing, economic , market and financial aspects of the 
proposal. 

As an indication of the serlousucon- 
sideration which has been given to the matter, it is 
perhaps of some interest to the Commission to be 
informed of the identity of some of the persons and 
firms carrying out the studies: With respect to 
the geological aspects, De Golyer and MacNaghten 
of Dati4s: Texas; on the Canadian economic 


aspects, Doctor John Davis, of Vancouver, whose work 


| on the economics of the oil industry in Canada is 


I am sure well known to the members of this Commission; 


on the United States economic aspects, with particular 
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reference to the market in the Great Lakes area, 

Mr, Leonard M. Fanning, of Westport, Connecticut, 

who is editor of "World Petroleum Policies" and the 
author of various authoratative works in this field; 
on the engineering aspects of the matter, including 
detailed costs and economic feasibility studies, W.C. 
Gilman and Company of New York City, Consulting 
Pnganeers, im.consultation with Me. William Gc, 


Heltaell jor Tulsa, Oklahoma, .a pipe line 


engineering consultant of international repute. 


The various studies wnich have been 


made confirmed the company in its belief in the 
essential validity of its original concept. By 

May of this year, these detailed studies had progressed 
to the point where the company felt justified in 
making an application to the Board of Transport 


Commissioners of Canada for leave to .construct the 


Canadiam-section.of the. proposed. pipe live. This 
application was filed with the Board on 5 May last, 
and»ardate for the Public Hearing of tnherapplicarion 
before the Board was fixed for 17 June. Compliance 
was made in due time with all the many and varied 
requirements of the Board as set out in its order 
foradicection. At that time it was not considered 
that this Commission would wish to concern itself 
with a detailed project of this kind. But in early 


June this Commission informed my client of its 


interest in the project and invited it to appear and 
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make a submission. Before 17 June it was decided 
under all the circumstances then obtaining that an 
adjournment should be sought from the Board of 
Transport Commissioners of its Public Hearings fixed 
for that date, This was done, and that application 
now stands adjourned sine die, to be spoken to 

prior to the end of August, the intention being that 
the Public Hearing on the application before the 
Board would be brought on at an appropriate date 
shortly after this Commission had delivered its 
interim report on oil. 

THE CHATRMAN: May I get some 
clarification from you? The adjournment before the 
Board of Transport Commissioners on your application 
for a hearing did not emanate with this Commission? 

MR, BEAMENT: Oh, no, Mr. Chairman. [I 
would not wish to leave that impression. All the 
circumstances that obtained at that time, with 
particular reference to the fact that this Commission 
is sitting, made it increasingly diffgiculveroready, 
Department of Government to take any attitude on a 
matter of this kind. No, I would wish to disabuse 
the Commission of any impression of that kind, if I 
have Lert it. 

Now, Mr. Chairman, my client and indeed 
all concerned with this important international pro- 
ject are very conscious of their responsibility to 


assist this Royal Commission in : 
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any Way possible in carrying out its vitally important 
public duties, and in this appearance and the sub- 
mission that will be made it is fully conscious of 
that responsibility. On the other hand, I am sure, 
sir, that you and your fellow Commissioners will 
appreciate that, in view of the pending application 
before the Board of Transport Commissioners, which 
may now not come on before some time this coming 
Autumn, that a full public disclosure at this time 

of the contents of the detailed studies to which I 
have already referred might well jeopardize the 
legitimate commercial interests of my client. It 

is With this thought in mind, and with your permission, 
that certain of these detailed studies have been and 
Will be submitted for the confidential use of the 
members of the Commission and that the written 
submission filed for Public presentation at this 

time has necessarily been expressed in somewhat 
gemeral terms, omitting detailed information relating 
to the project which has been assembled at substantial 
expense of time, energy and money over the past year 
or mors. 

T trust that in making these observa- 
tions in opening I am not out of order and that you, 
sir, and your fellow Commissioners and my learned 
friend , Mr. Pattillo, will bear them in mind in the 
conduct of any examination which may follow the 


presentation of this submission. 
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I sincerely hope that nothing which 
I have said may be construed as departing in any 
way from the real desire of those whom I represent 
to assist this Commission in any way within their 
power, while at the same time protecting their own 
understandable and legitimate commercial interests. 

With your permission, sir, I will now 
ask Mr. Glen M. Wilton, the president of Mid- 
Continent Pipelines Limited, to read the written 
submission of that company. 

THE CHAIRMAN: Thank you, Mr. Beament. 

WR. WILTON: Mid-Continent Pipelines 
Limited was incorporated under the Federal Pipe- 
lines Act in 1953 with power to construct pipe- 
lines for the transportation of petroleum any- 
where in Canada. 

International Oil Pipelines Corporation 
was incorporated in Delaware in 1957 by a group of 
individuals closely associated with Mid-Continent 
Pipelines Limited. International and those associate 
with it for the past twelve months have made 
feasibility studies, both economic and engineering 
for a large diameter crude oil pipeline to carry 
crude oil as a common carrier from the vicinity 
of Edmonton, Alberta to the vicinity of Joliet, 
Tllinois to supply a part of the aniticpated future 
increase in demand for crude in the Great Lakes 


area of the United States. On May 5, 1958 Mid- 
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Continent filed an application with The Board of 
Transport Commissioners of Canada for leave to 


construct the pipe line, Hearings were originally 
scheduled for June 17, 1958 but have now been 
postponed to a date to be determined in August, 
1958. Upon gaining the necessary approvals of 

the appropriate governmental agencies in Canada, 

by agreement entered into between Mid-Continent 

and International, International will become a 
wholly owned subsidiary of Mid-Continent. 

GENERAL DESCRIPTION OF PROPOSED LINE: 
Engineering studies by the two companies show that 
a large diameter crude oil pipeline from Edmonton 
to the Chicago area can lay down crude at Chicago 
at a price completely competitive with present 
crudes of comparable quality from other continental 
sources while operating at only a moderate part of 
ultimate capacity. As the full, capacityeof thevline 
is reached pipe line tariffs can be substantially 
reduced, 

The proposed pipeline is expected to 
cost $198,000,000, and will have an initial capacity 
of 150,000 barrels per day, which is expected to increage 
by the fifth year of operation to 300,000 barrels per 
day. Total first year deliveries at 100% load 
factor would amount to close to 55 million barrels, 


and total fifth-year deliveries close to 110 million 


barrels. 
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The pipeline will have a diameter -of 
30 inches, will be approximately 1,500 long (600 
miles in Canada and 900 miles in the United States), 
and when augmented to carry 300,000 barrels per day, 
will have 83,000 horsepower combined pumping capacity 
in eight pumping stations, and 2,000,000 barrels 
Storage tank capacity in each of two terminals 
located at the ends of the line. Provisions have 
been made for heavy-duty steel pipe fully protected 
With coating, wrapping and cathodic protection. 
The estimates also provide for a micro-wave radio 
communications system, automotive equipment, air- 
craft tools and working equipment, and office 
equipment. 

From a point just east of Edmonton, 
the proposed pipeline will extend in a south- 
easterly direction for approximately 602 miles 
through mostly open prairie in Alberta and 
Saskatchewan to a point east of Northgate, 
Saskatchewan on the Canada-United States border. 
The American section of the pipeline will continue 
approximately 898 miles through prairies in North 
Dakota farmlands inspersed with lakes in Minnesota, 
rolling hills interspersed with farmlands and 
forests in Wisconsin, flat farmlands in Northern 
Tllinois, and will terminate in Will County, Illinois 
about 20 miles southwest of Chicago. 


This route passes close to Camrose, 
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Alberta, Regina, and Moosejaw, Saskatchewan, Minot 
and Fargo, North Dakota, Minneapolis and St. Paul, 
Minnesota, LaCrosse, Wisconsin, and Rockford and 
PISO, pLLLino.s , It passes through or close to 
oil fields in Alberta and Saskatchewan and about 
60 miles east of Williston Basin in North Dakota. 
FUTURE DEMAND FOR CRUDE OIL IN THE U.S.: 
Studies made on behalf of the two companies conclude 
that over the ten years from 1957 to 1967 the de- 


mand for petroleum products in the United States 


| Will increase at an annual average rate ranging 

| from a minimum of 4% to a possible 5% rate re- 
sulting in a total increase over the period of 

from 48% to 62%. This compares with the average 


annual increase in domestic demand of 4.9% from 


POAT PES 1957. Total domestic demand for petroleum 


| 
| 
| 
products in 1957 was 8,797,000 barrels per day. 
The projected increases for the next ten years are 
in the range from 4,220,000 to 5,440,000 barrels per 
dayuoy LOOT. In 1957 domestic production of crude 
oil was 7,175,000 barrels per day which was augmented 
by natural gas liquids of 865,000 barrels per day 
and imports of crude and products of 1,545, 000 
barrels per day to satisfy the domestic demand of 
8,797,000 barrels per day plus exports of 562,000 


barrels per day and stock increase of 167,000 barrels 


per day. 


For the first time in fifteen years the 
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proven reserves in the U.S, at the end of 1957 
showed a decrease from the previous year. Average 
annual findings of new crude in the U.S. decreased 
to 2,887 million barrels for the five year period 
ended Dec. 51, 195%, fcom 3,541 million banreke, ror 
the previous five year period ended Dec. 31, 1952. 
In order to support the projected increase in de- 
mand over the next ten years from domestic sources 
alone the average annual findings of new crude would 
have to be in the range of from 3,850 million 
barrels in the earlier years to 6,820 million barrels 
in the later years. 

The cost of findines, developingvand 
lifting crude in the.U.sS.. has, steadily, increased over 
the years as drilling results have. declined. 

These studies lead to the conclusion 
that imports: or crude or, products: untos thes. s, 
will of necessity have to increase from the 1,545,000 
barrels per day figure for 1957 to a level nearer 
3,300,000 barrels per day by 1967. The magnitude 
of such projected imports would equal the total 
demand for petroleum products in the U.S. in 1939 
and would compare with the total combined production 
of Venezuela and Canada in 1957 of 3,279,000 barrels 
per day. 

The deficits of domestic production 
to demand will be made up by imports from various 


outside sources which can logistically satisfy the 
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demand in the various consuming areas in the U.S. 
on broadly the most economical basis. THis tas 
long as Canadian crude can compete price-wise with 
U.S, crude in certain areas there will be an ex- 
panding potential market in those areas of the 
U.S. which are geographically closest to Canadian 
production. 

MARKET IN THE GREAT LAKES AREA: 
Consumption of petroleum products in the five state 
area adjacent to the Great Lakes extending from 
Wisconsin to Ohio increased from 928,000 barrels per 
day in 1947 to 1,582,000 barrels per day in 1957, 
an annual average increase of 5.3% per year which 
compares with an annual average for the country as 
a whole of 4.9% for the same period. The total 
demand for petroleum products in this area in 1957 
was 18% of the total demand for the country. Pro- 
jected demand for this area for the next ten years 
indicates an annual increase of 4.25% or a total 
for the period of 51.6%. This increase to 1967 
would be about 820,000 barrels per day over the 
1957 demand. With the demand increase for the 
country as a whole putting pressures on domestic 
production, imports on a competitive price basis 
must make up a substantial portion of the demand in- 


crease in the Great Lakes area. 
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Established refineries in this avea at 
January 1, 1958 had a daily crude capacity of 
1,060,000 barrels, Crude oil charged to these 
refineries arrived by pipe line from the Gulf Coast, 
Mid-Continent, Rocky Mountain, Canadian and local 
producing fields. In 1956 Texas accounted for 45 
per cent of the supply with Oklahama at 16.5 per cent, 
Illinois at 11.1 per cent, Utah and Wyoming at 9.4 
per cent and Kansas at 9.1 per cént, 

The remaining demand in the area not 
met by local refineries was made up largely from 
deliveries by product pipe lines originating in the 
Mid-Continent, Guif Coast, Kansas City, and St. Louis 
areas. 

Present and Projected Crude Oil Demand 
and supply in ‘Canada: Extensive briefs on this 
subject have already been submitted to the Royal 
Commission from many of the most competent sources 
or dnrormation in this country. Experts have been 
employed by Mid-Continent and International to review 
these submissions as well as to develop conclusions 
independently. All of these studies Lead to the one 
conclusion that the reserve potential in Canada will 
not only take care of Canada's future demands, but 
is of such magnitude as to allow a future exportable 
surplus well in excess of the present pipe line 
capacity of pipelines currently exporting crude oil 


from Canada as well as the projected full capacity of 
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the proposed Mid-Continent line of 300,000 barrels 
per day. in tact. its ourkopinion thatrchemi= 
tensive development of large export markets for 
Canadian crude is only next in importance to 

the further development of the Canadian domestic 
market. It is Mid-Continent!s prime purpose to 
develop an export market in the Great Lakes area 

of the U.S. in co-operation with the refiners and 
marketeres in that area and with the Canadian crude 
Oil (pProducers., 

The present economic recession in Canada 
and the United States has resulted in a down turn 
in the long upward demand trend for petroleum 
products. Our forecasts are that the upward vrend 
will commence again in the near future. However, 
the slackening in demand together with a present 
over abundance of crude available from both 
domestic and foreign sources created pressures in 
the U.S. to restrain the rapidly mounting imports 
of foreign oil and give a reasonable level of protec- 
tion to the domestic crude producer. This has 
resulted in a series of voluntary import restric- 
tions in the U.S. the mechanics of which are ad- 
ministered by Captain Matthew V. Carson, Jr. of 
the United States Department of the Interior. 

Our stucies lead us to the conclusion 
that this is a temporary situation which will be 


reversed or modified long before the end of the ten 
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year period on which we have based our projections. 
It is possible that the change could come with 
startling rapidity scarcely giving time to develop 
the means of transporting larger imports into the 
U.s. bY pipeline’ from Canada, 

Conclusions: The increased demand for 
pevroleum products in whe USS) over tWheeiext ten 
years will not be supportable by U.S. domestic produc- 
tion alone. Present evidencesinds cavesitiaurimporcs 
of crude oil and products in 1967 will oO. necessity 
be of the magnitude of 5,500,000 barrels per vday (as 
compared to 1,545,000 barrels per day in 1957. The 
Gemand for petroleum products in the Great Lakes 
area will be of the general magnitude of 2,400,000 
barrels per day in 1967, an increase of 820,000 
barrels per day over 1957. 

Imports of crude Cll -andsproducte.: com 
foreign sources will enter the various consuming 
markets in thé U.S. from those’ sources) wiich can 
best compete not only price-wise but from areas which 
can assure a long future of safe and uninterrupted 
supply. 

Economics only as applicable to a large 
diameter crude oil pipe line from Edmonton to the 
vicinity of Chicago as planned by Mid-Continent 
are such that low cost transportation could be 
provided for Canadian crude to be delivered at Chicago 


at a laid-down price completely competitive with crudes 
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from other continental sources. 
Beyond 1967. it is entirely possible that 
the pipe line proposed by Mid-Continent would have 


bo be OUplicated to supply a stily more rapidly 


expanding demand for imported crude, 
THE CHAIRMAN: Thank you very much, 


MR. BEAMENT:; Mr. Chairman, before 


completing this submission there are perhaps two 
additional points on which I should comment. While 
my clients and its associates have had numerous 
confidential conversations with prospective customers 
in the United States, Great Lakes area, they do not 
wish to leave the impression with the Commission 
that it has at this time negotiated firm contracts 
for throughput or deficiency, op that it has moter aed 
from such customers written letters or anything in 
such regard, 

In view of the current political climate 
in the United States with respect to the import of 
oil, all such conversations have been carried out in 
confidence. I am, however, authorized to say 
eenerally that such conversations have produced a 
most interested and encouraging response which 
indicates that as soon as an order for leave to 
construct the Canadian section, conditional upon 
ultimate proof of financial responsibility, has 
been obtained from the Board of Transport Commissioners, 


and the United States restrictions on imports of 


——I canadian oil have been relaxed, negotiations of che 


neneseary throushout and deficiency agreements can 
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be proceeded with, with a genuine hope of success. 

In this connection it is perhaps fitting 
that I should respectfully request that in view of 
the present political situation in the United States, 
the confidence of the persons with whom such con- 
versations have been held be honored by not pressing 
my client or its associates to identify the persons 
or corporations with whom such conversations have 
or have not been held up to the present time. 

The final point’ upon Waicie we loul Gel ice 
to touch concerns the petition of Mid-Continent 
Pipelines Limited to Parliament at its present 
Session for an act to amend its special acu oF 
imecorporation, The bill dn question has been -in- 
troduced in the Senate and was formally presented 
in that House earlier today. The principal amend- 
ment sought concerns the powers of the company to 
construct and operate pipelines. As you are snd 
doubt aware, Mr. Chairman, special acts of in- 
corporation of pipeline companies by and large 
follow a general pattern of wording developed 
since the enactment of the Federal Pipelines Act 
in 1949. From inclusive 1951 session of Parliament, 
at the instance of the then opposition, the em- 
powering section of all these special acts of 
incorporation have included a CLOVES. “Le vne 
following sentence: "Provided that all pipelines 


for the transmission and transportation of gas and 
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oil shall be located entirely within Canada." It is 
understood that the purpose of this proviso was 


to ensure that an essentially west to east pipeline 


joining two points in Canada would be constructed 
entirely within Canada and not by a looping route 
involving most of the line being constructed and 
Operated in the United States, 

Be that a8 10 may, the conctusucuuen: ot 
TOLLS proviso ‘came up for consimeratcion py vac 
Board of Transport Commissioners last year on the 
application of Alaska Yukon Pipelines Limited to 
construct the Canadian section of an international 
Oil tine between a point. dn Une Yukon ano ay perme 
in Alaska. The Alaska section was constructed by 
an Alaska Company which was a wholly-owned subsidiary 
of the Canadian applicant company. The Bearcs ol 
Transport Commissioners by its judgment dated the 
14th of June, 1957 held as a matter of law that such 
proviso under such circumstances, precluded the 
Board from granting the leave sought. Alaska 
Yukon Pipelines Limited did not appeal this decision 
on a point of law, but it did at the last session 
of Parliament petition Parliament for an amending 
act deleting such proviso from its empowering 
section, and such Act was passed at the last session 
of Parliament and now appears in the 1957 and 1958 


Statutes of Canada as Chapter 37. 


— Similarly, Mid-Continent Pipelines Limited 
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Since it proposes to exercise unified control in 
Canada over the entire pipeline by having the 
United States section constructed and operated by 
a United States Company, International O11 Pipelines 
Corporation as it is a wholly-owned subsidiary, 
finds itself in a similar position to Alaska Yukon 
inthe application to the Board to which I have 
rererred, It is in order to obviate any stch 
difficulty as occurred on that application that 
Mid-Continent. Pipelires has now petitioned Parliament 
fer an amending act. It is also seeking minor 
technical amendments to its special act of incor- 
poration with which I do not feel that this Commission 
need burden itself. 

Mr. Chairman, that completes the submission 
of my client and within the limitations to which 
I have taken the opportunity of referring we shall 
be pleased to be of any further assistance to the 
Commission within our power. 

THE CHAIRMAN: Thank you, Mr, Beament, 
Meee Pavel.) O02 

MR. PATTILLO: Mr. Beament, I will ask 
you the questions and you may decide who is to 
answer them. 

MR. BEAMENT: All right, 

MR. PATTILLO: And.if 1 ask any dues-— 
tions thet you think are improper, you may ask that 


the Chairman rule on them. First of all, what 
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welineries are presently in the Chicago area? 

MR, BEAMENT: Mr, Niles will endeavour 
to answer that, 

MR. NILES: From memory this is, I am 
poOrny LT won't be able to sive you the exact 
refinery capacities: Standard Oi1 Company of 
Indiana have a very large refinery there, Sinclair 
Oil Company; Cities Service Oil Company; Power 
Oil Company, and the Texas Corporation and between 
them I believe the total of the five refineries 
is in the neighbourhood of a half million) barrets 
a day. 

MR. PATTIE EEO: When you said in your 
submission at the bottom of page 5 and top of 
page 6: "established refineries in this area 
as January 1,°1958 had a daily crude capacity of 
1,060,000 barrels", What refinery are you including? 

MR, NILES: This includes the whole 
southern Great Lakes area which extends from 
Chicago to Buffalo, and Mid-Continent Pipeline thrcugh 
their American subsidiary would stop at Chicago, 
but would intend to connect with presently exist- 
ing crude oil pipelines which extend from Chicago 
t0 Toledo, Cleveland, and Burt alo. 

Mie PATTILLO: Well then, at the top of 
the page, the next page: 

"Orude oil charged to these refineries arrived 


by pipeline from the Gulf Coast, Mid-Continent, 
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Rocky Mountain, Canadian and local producing 

fields", 

What Canadian oil found its way into any of these 
refineries? 

MR. NILES: There Lesausmalh ancunt’ 1 pelteve 
dropped off in Central Michigan, I don't know the 
name of the company. It is near, I believe near 
Bay City, Michigan, it is a very, very small amount, 
Possibly the reference to Canadian oil could have 
been omitted because of its insignificance in that 
area. 

ME PATTILLO: Now, of these refineries in 
these areas of which you are speaking with this 
capacity, how many of them are utilizing their own 
crude? When I say "their own crude” I mean crude 
belonging to them or to an affiliated company. 

MR. NILES: That is a question I can't answer, 
Most of these companies -- well, I believe Standard 
Oil of Indiana company-wide only supplies to all of 
its refineries about 47 per cent of its own crude. 


4. 


I don't know how that is divided between its various 
refineries in various parts of the country. That 
information is not available publicly, but there is 
a great co-mingling of various companies crude into 
various refineries. 

MR, PATTILLO: How many of these refineries 


that wovld be in this potential market have Pinanowas: 


interests in pipelines leading to their rerinerctes, 
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MA. NILES I would say from my best 
mememorance, there is only oné that has not cot 
a financial interest in a pipeline leading to one 
or more of its refineries. 

MR, PATTILLO: Now, can you tell me 
whether any Venezuelan crude is being laid down 


in the area of this potential market at the present 


cime either physically or by way of trade? 
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FOR NUE Lucan teen you thas ah 
of today, I do know there are many trades zoing 
on where those refiners who have no foreign crude 
will be taking, possibly taking Venezuelan crude 
in the Guif Coast for delivery to those refineries, 
and just specifically what ones, I don't know, 

This is somewhat similar to Sun Oil which, I believe, 
is delivering Venezuelan crude to Sarnia. 

Me, SPATTITELOS Do you say, as I under- 
stand it from Mr. Beament, that at the present 
time your two companies have not entered into any 
throughput agreements or deficiency agreements with 
any refiners? 

MR. NILES: That, Ls"Correct, yes. 

MR, PATTILLO: Do you agree with me that 
a private enterprise cannot build a pipeline without 
either one or the other? 

MR. NILES: Yes. 

MR. PATTILLO: Would you explain to the 
Commission, Mr. Niles, how, without a throughput 
agreement or a deficiency azreement, this company 
can prove economic feasibility? 

MR. WILTON: I think Mr. Gilman might 
perhaps be the more appropriate person to answer 
that question, 

MR, GILMAN: Well, in preparing our 
report of the economic feasibility, we assumed 


that a minimum of 150,000 barrels a day of oil 
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would be put through the line, and that putting 

that amount of oil through the day through the line 
would be the result of contracts entered into and 
necessary throughput or deficiency agreements. On 
the basis of 150,000 barrels a day deliverability 

of the line, we believe it is economical iy feasible. 

MR. PATIUELS: In other words, if you 
had a deficiency agreement or a throughput agree- 
ment for that quantity the line would be an economic 
feasibility. 

MR. GULMAN: Yes. sin, 

Ms PAT Las If you haven" fot 20,20 
isntes 328 that. 2c? 

MR. GILMAN: Tatas COrrece., 

MR, PATTILLO; Something like the poor 
chap who got sick in February -- we have the oil 
there, the markets down here, and any damn Fool 
ean buULid o pipeline, 

MR. GILMAN: I don't think it is quite 
as simple as that. 

MR. PATTILLO: Has any application been 
made to the FPC corresponding to the application 
to the Transport Board for permission to import 
over this proposed line? 

MR, GILMAN: No, there is no requirement 
of the United States for any company proposing to 
bulld <= 


MR, PATTILLO: I am sorry, not the Federal 
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Power Commission, the ICC, 

MR, GILMAN: No, there is no requirement 
for a company which proposes to transport crude oil 
into the United States to make any application to 
the Interstate Commerce Commission. After a line 
is built the company, in so far as its rates and 
service are concerned, I's Subject to regulavien by 
the Interstate Commerce Commission, 

MR. PATTILLO: As long as one compites 
With the quota and duty provisions, one can bring 
che oll in3 1S UGMau dee 

MR. GILLMAN?" Yes. 

MR. PATTILLO: “And “here 2S me piace a1 
the United States similar to the Transport Board 
vhere you must prove economic feasibility before you 
CaneuTld 2 ne? 

MR. GELMAN: [Mat is correcr, 

MR. PATTILLO: It is only when the tine 
ie bul1t and the oil flowing that you are scussecs 
to regulation? 

MR. GILMAN: Yes. 

MR, PATTILLO: Has this company entered 
into any contracts, provisional or otherwise, with 
any producer in Alberta or Saskatchewan? 

MR, WILTON: No, it hasn't, Mr, PavUGiL.o~ 

MR, PATTILLO: What is the scheme? Is 
the scheme to be that the company will operate as 


a common carrier a facility or will it own the oil 
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that it is transporting? 

MR, WILTON: It is a common carrier, 

MR, PATTILLO: Now, I suppose before 
you ‘couiiTinianee this: Vine to the United States 
you would have to go to the S.E.C, to get approval? 
What has your scheme been on the financing? 

MR. WILTON: Mr. Gilman might speak. 

MR, GILMAN: Ll, at one time, was with 
the Securities Exchange Commission. The only 
financing that would take place in the United 
States would be the sale of bonds, and any common 
stock would be sold in Canada, and the bonds might 
be sold by what is known as private arrangement 
WL ANSCLCULLONG anc “iL wie no Gr necessary Lo make 
any application to the Securities Exchange Commission. 

MR, PADEELLG: Of the Mid-Continent 
Pipelines Limited, how many directors are there? 

MR. WILTON: Fase’. 

MR PAPEL bO: How many of them are 
Canadian? 

MR. WILTON: All of them, sat the moment. 
There is a praision for the election of two Americans, 
shortly. I might say that under the Companies Act 
these provisions apply to this particular company, 
anc the requirement of law is that there will be a 
majority of directors resident in Canada. 

MR, PATTILLO: Well, Mr. Wilton, we have 


them in our office; we have the same set-up. 
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Now, International Pipelines, how many 
of the directors in that are Canadian? 

MR. GILMAN: All the directors at the 
present time of International Oil Pipelines are 
Americans -= excuse me, I should change that. Mr. 
Nijes is a Canadian. He happens to be resident 
in New York at the moment, and I inadvertently classed. 
him as an American. He Le enOnn, 

MR, PATTILLO: Have either of those companies 
issued any shares, any debentures or any other securities 
to the public at the present time? 

MR. WILTON: May I deal with Mid- 

Concvimeny, Mrs; Pattillo? 

MR. PATTILIOs Yes, 

MR. WILTON: There are 200,00@ shares 
of Mid-Continent issued out of an authorized 
capital of five million shares,no par value, 
and I have here a list of some 34 persons con- 
stituting the shareholders, the persons who have 
an interest, direct or indirect, in the company. 

I have included the heading "indirect" because 
of the need to qualify with the securities 
regulation, Of the 34 shareholders, Sl reside 
in Ganada, and they represen 99.45 per cent of 
the stock, I would be glad to give the Chairman 
in confidence a list of those as well as a 
financial statement of Tnternational Pipelines. 


MR. PATTILLO: That would be fine. 
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Those are all the questions. 

THE CHAIRMAN: Mr. Frawley? 

MR, FRAWLEY: Thank you, Mr, Chairman. 
Inview of the fact that this proposed pipeline 
wouldybe carrying our oll/to Chicago I might be 
expected to say something, but I only want to say 
that the questions Mr. Pattillo directed to the 
witness covered completely any questions I had in 
mind, and I have no further questions. 

THE CHAIRMAN: Thank vou “very much, fa, 
Beament, your associates and clients for coming 
today, and we appreciate very much your filing 
this submission with us and giving us the informa- 
tion which you have, 

Gentlemen, we will have a ten-minute break 
before proceeding, and then we will proceed with 
Western Decalta Petroleum Limited, submission 
filed by certain of the independent o11 companies 


in Alberta, 


W--=A short recess. 
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DUDILUS St On Mos 


CANADIAN DEVONIAN PETROLEUMS LIMITED 
CANADIAN HOMESTEAD OILS LIMITED 
CONSOLIDATED EAST CREST OIL COMPANY LIMITED 
CONSOLIDATED MIC MAC OILS LTD, 

HOME OIL COMPANY LIMITED 

MERRILL PETROLEUMS LIMITED 

OKALTA OILS, LIMITED 

WESTBURNE OIL COMPANY LTD, 

WESTERN DECALTA PETROLEUM LIMITED 


APPEARANCES: 


Mr, Charles S. Lee 


— ee oe 


THE CHAIRMAN: The Commission will now 


| resume its hearings, Mr, .Patciitoe 
MR. PATTILLO: Mr. Chairman, we have 


the submission that has been filed, which is 


Exhibit M-22-8, 


| 

| 

| -~~-EXHIBIT NO. M-22-8: Submission of Canadian Devonian 
Petroleums Limited, Canadian 
Homestead Oils Limited, 

Consolidated Hast Crest OiL 
Company Limited, Consolidated 

Mic Mac Oils Led...) nome 
Oil Company Limited, Merrill 
Petroleums Limited, Okalta 
Oils, thimicged; (Westbourne co nr? 
Company Ltd., Western Decalta 

Petroleum Limited, 


« 
ed 


| MR, PATTILLO: Mr. Lee is here, and 
T assume that he is going to develop that submission. 


THE CHAIRMAN: Mr. Lee. 


: : + n1 
I represent and myself personally, I wish to thank 


| MR. LER: On behalf of the group whom 
the Commission for their courtesy in requesting my 
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prescice here today. The submission which I am 
about to present has been prepared in an attempt 
CO answer the duestlons raised an the wetter v1 
received from the Secretary of the Commission on 
18th June, 1958. i hope that its contents will 
be of assistance to the Commission, The submission 
is supported by the following companies: Canadian 
Devonian Petroleums Limited, Canadian Homestead Oils 
Limited, Consolidated East Crest Oil Company Limited, 
Consolidated Mic Mac Oils Ltd., Home Oil Company 
Limited, Merrill Petroleums Limited, Okalta Oils, 
Limited, Westburne Oil Company Ltd., Western 
Decalta Petroleum Limited. 
THE CHAIRMAN: Are all these companies 
Canadian-controlled companies? 
MR. GEES Substanttalty,, yes. 
Lg The oil industry has become one of the largest 
industries in Canada within the last ten years, 
cae The size of the job performed and yet to be done 
is immense. 
ys The contribution by the independent oil industry 
has been substantial 
(a) They have paid $158,000,000 for Crown 
oil rights in Alberta. 
(b) They have drilled 50 per cent of the 
wildcat wells. 
ll. ‘Phe Canadian independent oil producing companies 


are in the vest position to represent the 
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essentially Canadian point of view of the 
oil producing industry in Western Canada, 


Canadian participation in the initial stages 


of the new ofl industry in 1947 was awa 
Serious disadvantage due to the absence of 
local technical and financial experience in 
the oil business, 


en In the initial enthusiasm, there was a surge 


of equity financing of new independent oil 


| companies in 1947 to 1952. This is, the’ ortein 
of the majority of the existing independents. 
| ae Since then it has become increasingly difficult 
| 
| to raise equity finance; fewer and fewer 
independent companies are being registered; 
| more and more are being merged. 
| oe Smaller independent groups of oil investors, 
or oil companies, rely upon adequate incentives 
for individuals to invest in the o1l business. 


| 
These incentives are insufficient at the present 
came, 


: 9. Only sizeable independent oil companies are 
| in a position to: (a) Attract financing 


(b) Attract qualified management (c) Obtain 
adequate exposure to oil Finding. 


¥ 
10, The activities of Canadian independent oil 


companies are highly sensitive to any reduction 
in allowables; many have restricted means of 


—— financing except through debt secured by oil 
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Proguctuion, 

ll. Land, enlarged geological and geophysical 
knowledge, new techniques, trained Canadian 
personnel are now available for a thriving 


independent industry. 


le. The continued generation and well-being of 


Canadian independent oil companies will 

depend upon:- (a) Incentive tax legislation 

(b) AttPacting equity financing and individual 

risk money (c) Greater facilities for long 

term financing (da) An assured and growing 

market for as much crude oil as can be properly 

produced, 

Introduction: The independent Canadian 

oll producing company may be defaned: as one wire 
is wholly or very substantially dependent for its 
revenues and development program upon properties 
held in Western Canada. This is in contrast to a 
major international company (whether integrated or 
not) which derives the greater part of its revenues 
from the development of properties with great 
resources from many parts of the world. There is 
a rapidly growing third important category. A number 
of independent companies from the U.S.A. are setting 
up organizations in Canada, as oil becomes more and 
more expensive to find in the U.S.A. A purist will 
have little difficulty in finding borderline cases 


which fall part way between these extremes, but the 
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great majority of companies fall clearly within 
one or other of these three categories, 

This review describes in some detail. the 
range of activities of the independent producing 
companies; their genesis, merger and decease; 
their special investment appeal to the public; their. 
Bpecial opportunity for envandividual Canadian 
operator or group of individudls of initiative: their 
very particular fiscal problems imi relation to, Ghe 
proration and market demand; their taxation 
problems; their contribution to Uhe Indusury and 
their relationship with the major international oi1 
companies operating in Western Canada. 

Problems of the Independent Industry: 

Now that ten years have passed since the discovery 
of Leduc it is possible to examine the statistical 
results of this period and Go: examine tine Lunct1on- 
ing of the independent petroleum industry. 

Authorities agree that foreign capital 
has played a dominant and highly necessary role 
in the development of the Canadian oil industry. 
Foreign capital investment in the oil industry alone 
contributed $1.3 billion for direct investment 
from 1946 to 1956, As a result it has been estimated 
that 80.1 per cent of the industry is controlled 
by foreign capitals yas oF Sienificance=tharein 
1947 the international oil companies were firmly 


established world-wide and able to move into Alberta 
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rapidly. This has had a far reaching effect upon 
the efforts of Canadian independents in their own 
counbryy” With their vast financial backing already 
established the international oil companies were able 
to take full advantage of the land tenure position 
ane Western ‘Canada. In ‘the lishtor 211 weir 
experience they were quick to appreciate the possibi- 
lities of a rich oil province in Western Canada and 
obtained great tracts of land under favourable 
exploration conditions. The results of their keen 
foresight are evident. By ‘contrast, in the discovery 
days in the U.S,A., there were no major companies, 
nor was the majority of the land owned by Govern- 
ment. Companies which are now majors were themselves 
iy their infancy . 

Against this background it is not surprising 
that Canadians, who for the most part were quite un- 
faniitar with oi) booms; unfamidter wich Oli tanc 
values, lacking technical management and unable to 
raise the large amounts of risk money for exploration, 
played a secondary role in the development over these 
past ten years. 

Now, however, Canadians are becoming more 
and more knowledgeable about their own oil industry, 
and a good reservoir of technically trained men is 
becoming available. Companies can now be formed 
under good local management provided adequate 


incentives are assured, and it is our belief that 
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an aggressive Canadian independent industry should 
be encouraged to grow, fostered by circumstances 
which are controllable within its country in the 
Same way that its counterpart is fostered in the 
U.S.A. by greater facilities for long term financing, 
ineenvivertax lesislation, Quetas-and tarirrc: 

How far the industry has been concentrated 
in a few hands is demonstrated by the following 
percentages of ownership. We have estimated that 
eight major companies own:- 


55% of the gas reserves in Alberta as of 
December 31, 1957 


65% of the oil reserves in Alberta as of 
December 31, 1957 


58% of the oil production in Western Canada in 1957 


56% of the oil wells in Alberta as of 
December 31, 1957 


45% of the land under lease or reservation in 
Western Canada as of December 31, 1957 


ho% of the o1l1 pipelines in Canada as of 
December 31, 1957 


65% of the gathering lines in Canada as of 
December 31, 1957 


79% of the refineries in Canada as of 
December 31, 1957 
Historical’ Drains tortopl anc sae. 2 
Alberta began seriously in 1914," Much of the early 
work was done by companies in Turner Valley and 
they obtained their finance from che publie boy whe 
issue of shares to small speculative investors. 


Many of these scattered interests were 
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consolidated for the most part by one major company 
i the years 1920 to 1936, 

Out of the discovery of substantial o11 
reserves at Turner Valley in 1936, numerous small 
companies again sprung up to develop small leases. 
Public financing on a company basis was not too 
successful and individual wells were financed by 
the sale of "net royalty interests". ‘This, in effecs, 
entitled the holder of a 1% net royalty interest to 
1% of the net proceeds of production after payment 
of the gross royalties and operating expenses. 

In the event that sufficient royalties could nov 

be sold to individual holders, it was not unusual 
for one of the major companies to purchase those 
unsold with the stipulation that if oil and gas 
were discovered that a crude and natural gas contract 
would be entered into with that company. The 
promoter and developer of the well usually retained 
as his profit, a gross royalty in the well =vogether 
with the operating rights which entitled him to 

a fixed fee for operating the well. This method 

of financing was employed quite successfully until 
1942 at which time new income tax legislation 
(introduced as a result of a successful appeal by 

B & B Royalties Limited in the Court of Exchequer) 
had the effect of taxing income accruing to royalty 
holders both in the hands of the trustee and the 


hands of the royalty holders. This change in 
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legislation prohibited the raising of money to drill 
wells on a royalty basis with the result that most 
of the drilling during the early and middle 1940's 
was by major oil companies and a few of the stronger 
independents. This was one instance of taxation 
working to the disadvantage of the independent. 

During these early years exploration costs, 
particularily drilling, .whiichvaidiner rest ah 
production, could not be charged against income 
for Gax purposes. “The producer 2oulcmnog sustain 
many of these losses without ceasing exploration. 

In 1943, the Federal Government formed 
a company known as Wartime Oils Limited to expedite 
development of Canadian oil sites by financing 
erilling on proved lands believed capable of marginal 
production. Wartime Oils Limited advanced the full 
drilling cost to operators who bore only the cost 
of testing the well and equipping it for production. 
The liability of the operator in respect of the 
advances received was limited to their repayment from 
production together with a small royalty to Wartime 
Oils Limited based on the amount of funds advanced. 
Without this assistance from the Federal Government 
it is unlikely that the independent operators could 
have borrowed or raised the money necessary Comers bi: 
even proven leases. During this period of time; 
several of the major companies did engage tfa-dreiiines 
activities but primarily they were using marketing 


profits and also, due to high income taxes in effect 
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at the time, were being financed Oirectiy aby ache 
Federal Government as they were permitted to deduct 
their drilling costs from taxes otherwise payable. 

Since the discovery of Leduc in 1947 the 
financing of the independent oil companies may be 
roughly divided into four phases: 

(a) Promotion of a large number of small 
companies and the selling of equity in these companies 
- 1947 to 1952. 

(b) The realization of the possibilities 
of the production loan technique referred to in 
Appendix 1 - 1949 onwards, 

(c) The sale of convertible debentures, which 
permitted the investor first, to recover his 


investment without taxation; second, to earn some 


the option to acquire equity in the company at a 
reasonable price if the company was successful - 
1952 to 1954 onwards. 

(d) The sale of preferred stock and first 
mortgage bonds to institutions, such as insurance 
companies, pension funds and banks in the, United 
States -. 1950 to 19553, andjfrom 1955 some minor 
sales have been made in Canada. 

The ease with which equity financing has 
been done reached its peak in 1950 £01952, eesince 
that time it has become increasingly GRRE LewGSto 


finance independent companies through the salesoteequiy 
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stock, although some established independents 
metananced in 1957, 

A drying up of risk capital has arisen 
from regulation of the Stock Exchanges, limitations 
on the use of credit in the purchase of securities 
and the high taxes on personal incomes. It has 
eisOrmade equity, financing difficulty and cosplay, 

In reviewing 33 companies,which are most 
active in the oil business, a wide variety of 
policies can be detected. Clearly there is no 
prescribed road to success. However, for the sake 
of clarity some attempt can be made to classify the 
results of the effort of various types of companies: - 

(a) There are those who acquired blocks 
of land of sufficient size and’ have had the) good 
fortune to have oil found on them strictly as a 
mavber of luck, Whe value of the orie@inal equity 
put into these companies has multiplied several 
times to the great benefit of the shareholders, 
and as a result aggressive independents became 
established. 

(bo) There are those who have concentrated 
upon the building of production revenue Oub OF which 
they expect to continue an increasing amount of 
exploration in the future. 

(c) There are those, who had established 
sources of production revenue from development in 


Turner Valley and had formed a nucleus of sound 
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technical management, and as a result of this have 
made substantial discoveries based on zond geological 
thinking. 

(a) There are those who formed companies, 
installed good management and proceeded immediately 
into the exploration field, some of which have had 
outstanding success, 

(e) Finally, there are those who used 
their capital funds for exploration, without any 
particular direction or knowledge. 

In all these cases there have been successes 
and in all there have been failures. The failures 
predominate in the last category. 

Following the discovery of Leduc in 1947 
the public was again attracted to the purchase of 
shares in the Western Canadian oil business. In 
Canada, im contrast to The Wnitedsotatec, st ieversis 
little or no tax advantage to an individual who 
becomes involved in“the "drilling of olivwelic. 
Because of these barriers, there has not been the 
great number of independent operators such as came 
into existence in the United States during a similar 
period. Most of the present Canadian independent 
industry is made up of independent companies which 
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SHOT 


Thereafter more independent companies par- 
ticipated in the acquisition of proven acreage and more 
of them turned to the banks to borrow the funds neces- 
sary for these: acquisitions, Production loans were 
made on the security of the wells drilled or acquired 
and repayments were made out of the proceeds of pro- 
duction from the wells on these properties. By 
1956-1957 the ability of the banks to lend was 
heavily curtailed and this had an immediate restric- 
tive influence on the activities of the independent 
companies who were buying proven production, Since 
that time, the "eredit climate" has improved slightly. 

There is a great incentive to convert the 
short term production loan to a long term mortgage or 
debenture, The ability to do this provides a great 
stimulus to the growing independent. The inability 
to do it, either through market conditions or lack of 
size, leaves the company in a vulnerable position; if, 
coincidentally, allowables are cut, the independent 
is indeed in a serious position because the company 
guarantees the bank loans. There are instances in 
Calgary where not only drastic reductions in personnel 
have had to be made in order to maintain bank payments 
put all exploration in these companies has ceased, 

Number of Independent Oil Companies: The 
total number of independent oil companies listed in the 
"Binancial Post Survey of Oils", of all shdes of 
activity is 365. Of these, 269 are insignificant; 
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63 are small put ode etoans 33 are relatively 
large, active and aggressive, 

The total number of independent companies 
who have come into being and subsequently ceased 
to function is about 2,200; of this about 11 per 
cent have ceased to function because they have 
merged, 

Trinidad is another oil country where 
the independent industry has passed through various 
phases. It could well represent, on a small 
scale, a future pattern for Canada, In«that 
country where production in 1920 was 1,000,000 
barrels per annum and has stabilized at about 
21,000,000 barrels from 1940 onwards, 157 in- 
dependent companies were formed of which ten were 
active in 1950 and 5 were paying dividends. OL 
these 5 only 3 now remain independent. The 
two largest independent companies were absorbed; 
the. first,.United British. 0Oilfieids, dato sherk 
O11.in. the 1920's. and. the second, Trinidad Lease- 
holds was sold to Texaco for about $176 million 
dn. 1956, British Petroleum, Texaco and Shell 
are now grouped together to form Trinidad Northern 
Areas. 

The question arises whether in fact 
Western Canada is following this pattern, An 


examination of the records of the Alberta Registrar 
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of Companies shows that the number of companies 
formed in Alberta reached a peak in 1952 and has 
Since shown a steady decline (see attached eraph). 

May I just refer to that tabulation for 
a moment? I had some additional figures given me 
this morning by James Richardson & Sons, which I 
think are quite significant, In this curve the 
Registrar of Companies included not only complete- 
ly separate companies which have been incorporated 
or registered, but also a large number of subsi- 
diaries which the major companies incorporated or 
registered for the purpose of acquiring wide tracts 
of land under the current provincial regulations, 

I was this morning able to get the 
actual number of oil companies aside from that 
particular group, and the curve follows the curve 
that you see on this diagram surprisingly closely 
except of course there was a constant subtraction 
from the curve that I have shown due to the number 
Of companies that have been formed by the major 
companies to take out this land. 

The other significant thing which they 
were able to produce to me, and I am very happy 
to have, include the annual statistics, and that 
is the increase in number of deaths, if I might 
call it that, births and against that deaths, and 
the deaths in 1952 were eleven companies; in 


1953, 41; in 1954, 55; in 1955, 58; and 1956, 
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for some reason, dropped suddenly to 19; in 1957 
there were 63 and probably the most significant 
figure of all in the last six months it has 

Prasen CO. 5/7 secain’ That is in-half a year; -so 
that there is an evident increment in this last 
year over and above the norm in the previous three 
years; evident increment in the number of com- 
panies that have gone to the wall. 

THE CHAIRMAN: Do you. consider in those 
statistics marriage as death? 

MR, LEE: No, marriages do not count as 
a death, 

THE CHAIRMAN: How did you deal with your 
merged companies? 

MR, LEE: I have a separate list of them, 
In a sense, of course, marriage is a matter of death, 
die Sense. 

Now, to continue with the main text, Mr. 
Chairman, 

Registrations from outside the Province 
have shown an upswing in the past year due pro- 
bably to increasing participation by independent 
oil companies from the United States. During 
1957 ten U.S. independent oil companies started 
business in Western Canada. In the first «four 
months of 1958, the same number of companies, 
namely ten, started business in Western Canada, 
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independent company may be supplanted unless it 
is given the same advantages as its counterpart in 
the United States, 
The Importance of Size for an Independent 
Company: The techniques of assessment, evaluation, 
exploration, engineering, geology, financing and 
general development of oil properties demand highly 
qualified, trained and experienced personnel. 
There must be certain incentives to draw suitable 
men away from the relatively assured employment 
of a major company, and they will only be attrac- 
| ted by a vigorous and growing independent industry. 
During 1947 to 1952 the industry was 
both vigorous and growing and size was not too 
important. Now, however, size has become im- 
portant. To attract substantial tanance.hot 
only is a record of success of management for 
O11 finding or.a.record.of, successful se, usour- 
chases necessary but now size and backing are 
essential, Financing from insurance companies 
or pension funds or backing from large financial 
institutions comes more easily when the applicant 
4g searching for several million dollars backed by 
adequate production, Small companies of less 
than, say, 1000 barrels of oil per day iis Fale em Re 
exceedingly difficult if not impossible to raise 


funds and have been forced to merge in some 


Cases. 
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Effect of Allowables and Markets: wance 
1947 the independent industry has invested more than 
$158 million in proven, semi-proven and other 
parcels of Crown reserve land, which have been put 
up for auction by the Provincial Government in 
Alberta alone, All these acquisitions have been 
made on the assumption of certain rates of return 
on the total acquisition and development costs of 
these properties, As far as is possible, 
estimates are made of the future allowables appro- 
priate to the fields in which the purchases are 
made, Frequently the independent borrows money 
to develop the lands and in the early days he 
was permitted to borrow not only for the develop- 
ment, but also for the purchase. Any downward 
change in any of the allowables, from whatever cause, 
decreases the rate of return and the yearly revenue 
derived from the properties. In recent months 
these allowables have suffered a setback for two 
different reasons. In January 1958 the Oil and 
Gas Conservation Board in Alberta adjusted the 
economic allowables downward and general market 
conditions have reduced percentage produced of 
the M.P.R.'s on other fields. This has affected 
independent companies by reducing the cash throw- 
off normally available for investment in explora- 
tory ventures and has added to the difficulties of 


financing long term loans on production which require 
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adequate Bee ene of future marketability of such 

production. Inevitably, convertible debentures, 

notes and even common stock will be more difficult 
to sell to institutions or the public at large. 

The Need for Incentive Taxation: several 
submissions have been made to public bodies with 
regard to taxation in relation to the oil industry. 
im spire of this, ie is felt. that this review 
would be incomplete without some further reference 
to tne subject. 

Authorities agree that the greater part 
of foreign investment in the Canadian o11 industry 
has come from the United States. to 18 also 
generally agreed that U.S. tax awe allow a) wider 
participation in the industry and. offer more 
incentives and concessions for the investment of 
risk capital which has contributed greatly to the 
growth of the independent oil industry in that 
country. Some of the factors in U. S. tax law 
which contribute to this situation are: 

(1) Individuals and corporations whose prin- 
cipal business is not "production, re- 
fining or marketing of petroleum" are 
allowed to deduct their expenditures in 
searching for oil in computing taxable 
income. This has had the effect of 
attracting risk money to the industry 


especially during periods of high taxation. 
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(2) Operators in the United States are granted 
a more generous method of computing de- 
pletion in calculating taxable income with 
the alternative of using "cost depletion" 
if it is more advantageous to do so, 

(3) The U.S. operator is allowed to recover most 
of his costs against income in the United 
States whereas in Canada, except in certain 
limited circumstances, the cost of aban- 
doned properties is not allowed as a de- 
duction, 

One criticism levelled at our Canadian system 
of taxation stems from the fact that it places the 
| Canadian operator at a disadvantage vis-a-vis 


United States competitors, including the major 


international oil companies based in the United 
States, in Canadian oilfields, Mry J. Grant 
Glassco formerly of Clarkson, Gordon & Co., an 
expert in this field, has very ably summarized the 
position in a submission to the Gordon Commission 
and we include his comments as an appendix. His 
opinions are borne out by "The President's Materials 
Policy Commission" under the chairmanship of 
William S. Paley, which read in part as follows: 
"On balance considering all aspects 
of the income taxes as they apply to the 
mineral industries it appears that the oil 


and gas industries receive more generous 
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treatment in the United States than 
under Canadian law." 

In addition to the great advantages that 
U.S. producers have over their counterparts in 
the matter of depletion, we would like to point 
out also the advantages that any marketing and/or 
refining company operating in Canada has over the 
Canadian independent producer. Such marketing 
or refining company is permitted to write off 
against its refining or marketing profits all 
exploration and drilling costs with the result that 
it may be able to enjoy immediately a 33 1/3 per 
cent depletion allowance on its oi1 and gas pro- 
Cue Talon, 

Under similar circumstances but with 
no refining or marketing profits a Canadian 
independent oil producer attempting to conduct an 
exploration program is not allowed to take the 
advantage of depletion allowance until he has 
written off his exploration and/or development 
costs. This may not occur until 100 per cent of 
the oil has been produced. 

Contribution of the Independents: 
While the main objectives of any producer, whether 
an independent or a major are fundamentally the 
same, their financial problems and their avenues of 
approach are radically Oi rereau. The major com- 


panies borrow money more cheaply, and, because of 
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revenues derived from production elsewhere, they 
can afford a widespread and costly exploration 
program aimed at the major discovery, 

The fact that the major companies can 
borrow more cheaply can be found in Appendix 1 
and the schedules attached to it, 

Whereas the major international inte- 
grated oil company must always have due regard for 
the susceptibilities and policies of other coun- 
tries where the company has large amounts of 
capital invested and large reserves, the Canadian 
independent is only concerned with the affairs of 
Canada, The Canadian independent has, therefore, 
the responsibility to present the case from the 
national point of view. His contribution in 
this respect is valuable. 

The independents in the U.S.A. have made 
significant contributions to the industry. 

Majors Independents 


Gross crude oil production 
from 1952 to 1956 62% 38% 


Wells drilled from 1952 
to 1956 22%, 78% 


Wildeat drilling during 
1952 and 1953 19% 81% 


No figures are available to us for the 
number of discoveries made by independents versus 
majors. The fact that the independents drilled 


more than three-quarters of all the wildcat wells 
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would indicate that they probably discovered the 
greater proportion of new fields. 
The contribution of the independent 


in Canada is as follows: 

Major Independents 
Contributed to Alberta 
Provincial Crown Sales $229, 325,209 $158,183, 045 


Alberta gross crude 
production - 1956 76% ue, 


Alberta percentage of 
oil wells - 1956 65% 35% 


Wildcat drilling - 1953 
to 1956 inclusive LT , 3% 52.7% 


Oilfields discovered 
(Alberta) 1930 to 1957 60 16 


Gas fields discovered 
(Alberta) 65 58 


We have selected three of the major 
companies, which: 

(a) In 1956 produced over 70 million barrels of oil 
or over 49% of light crude produced in Alberta 
from wells listed in their own names -- this 
does not count wells in which they own an 
interest but in which their name docs nov 
appear: and, 

(b) In 1957 produced over 60 million barrels of 
oil or 44 per cent of light crude produced 


in Alberta. 
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We list below the exploratory effort 
of these three companies during the same period. 


Year Exploratory Wells Total Exploratory % 


Year Drilled by 3 majors Wells by Industry Total 
LE55 74 ATT ee) 
1954 65 428 abe a 
4955 74 Nye 17.4 
1956 ts 478 iene 
AS bid 89 pYe 15.3 


The independent industry provides an 
avenue for investment by the Canadian public. It is 
attractive to them because it gives a great leverage 
prospect and proportionate share in a substantial 
discovery than would be available by investment in 
major companies. Of the 211 companies traded on 
Canadian stock exchanges last year only nine of 
these were major integrated oil companies or their 
subsidiaries. 

The independent industry also attracts 
individual investors as partners from the Uis.A, 
Participation by these investors with major com- 
panies is unusual if not actually non-existent. 
Independent companies because of their size and 
the personal contact permit such participation on 
a fairly heavy scale. The independent industry 
4s therefore able to attract finance from outside 
sources which would not otherwise be available to 


the industry. 


Tn Canada the competitive presence of the 
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independents not only stimulates activity in areas 
of the industry where the major companies would 
otherwise be left alone to conduct affairs, but 
their presence also permits representation to 
public bodies, such as this Commission, of a 
different point of view from the internationally 
integrated company. 
The Outlook for the Independent Producer: 

Evidence before this Commission has shown that: 
(a) 7.44 to 10 billion dollars will be required 

to finance the oil business between now 

and 1968, 
(Cb). 245. to 1,5: million barrels of sol cangpe 

produced daily by 1963. 
(c) 27 to 50 billion barrels of reserves will 

ultimately be discovered in Western Canada, 

The figures we have presented in this 

statement show that the independents have taken part 
in nearly 40 per cent of the investment in Govern- 
ment properties, approximately 25 per cent in 
production and more than 50 per cent in the number 
of wildcat wells. The independents have made a 
major contribution to the industry in Canada, 
If they are to continue their activities on the 
same scale the independents must be in a position 
to attract large amounts of new capital. However, 
there is a possibility that a combination of ad- 


verse tax laws; difficulties of financing due to 
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low rate of return; difficulties of obtaining long 
term finance from Canadian institutions; commercial 
preference by refining companies to take their own 
crude from overseas; may lead to the subordination 
of the independent in the same way that it has 

done in such places as Trinidad, 

We have endeavoured to suggest means by 
which this situation can be avoided -- tax adjust- 
ments, both corporate and personal; an increased 
share of the crude o11 market in Montreal; no 
further changes in the method of proration to 
market demand; and greater facilities for long 
term financing by Canadian insurance houses, 
pension funds and banks. 

Backed by such considerations the in- 
dependent Canadian oil companies have probably 
a greater chance than ever to take their place in 
the industry. Land is coming available. Geolo- 
gical and geophysical knowledge has become en- 
larged and better documented as a result of ever- 
widening development and exploration. Techniques 
unknown ten years ago in the industry are now common- 
piece. Canadian personnel trained in all branches 
of the oil business are becoming available. fi ehetes 
our feeling that the greater the number of effi- 
cient operating units the better the chance of 
generating new techniques and economies of opera- 


tion and finding and developing more Canadian oi]. 
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In addition to that, sir, there are some 
appendices, They are there for the record. If 
you would care for me to read them, I could, 

THE CHAIRMAN: I don't think you need 
do so, Mr. Lee, We have access to Mr. Glassco's 
report to the Gordon Commission, and so on. 

MR, LEE: The only novel thingmis 
possibly our method of evaluation, I have tried 
to put out a resumé and I have tried to tie our 
terminology down to something that is already 
well recognized in the mining Industry, 

If you do not wish mer to” j7read ait, 
that concludes the submission, 

THE CHAIRMAN: Thank you very much, Mr, 
Lee. Could I get one point clarified? On 
page 14 opposite your chart, your chart purports 
to show the graph of the companies incorporated 
in Alberta and the foreign companies registered in 
Alberta, As to the foreign companies registered 
in Alberta, does that include incorporated other 
than in Alberta? In other words, if you were 
taking this as a non-Canadian as against a 
Canadian graph you might be very misled if that 
is ets 

MR, FRAWLEY: In the old days every- 
thing that was not incorporated in the province 


was classed as foreign. 


THE CHAIRMAN: Do you think there has 
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been any change in that classification, sir? 

MR, FRAWLEY: There are still some 
foreigners, like Venezuela, 

MA, LEE: I think,to be specific, these 
figures here include such companies as would nor- 
mally be operated in Saskatchewan or other provinces; 
they form a foreign company for this purpose. | 

THE CHAIRMAN: Mr. Patvtilio? 

MR, PATTILLO: Mr, Chairman, I am not 
proposing to ask Mr, Lee any questions, On the 
other hand, I do want to congratulate him on the 
material that he has put before the Commission, 
which has been done at our request, and I want it 
understood that because I am not asking him any 
questions it doesn't mean I don't think the work 
is deserving of commendation. 

MR, LEE: Mre Pattiiio je toes ret terete 
mine. 

THE CHAIRMAN: Mr,.Frawley? 

MR.FRAWLEY: Mr. Chairman, thank you, I 
do not think I need even to explain why I am not 
going to cross-examine. 

MR. COMMISSIONER LADNER: Mr. Lee, I 
want to say what an excellent contribution this is 
to our studies, as far as I am concerned, I am 
particularly interested in taxation. You have 
given us the disadvantages which the independent 


suffers under the Canadian law as compared with an 
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American individual or corporation who comes into 
Canada to engage in the same kind of exploration 
and conduct of business, Now, it looks so over- 
whelmingly convincing, the injustice of the GILinie’, 
that I am loathe to think that there is not another 
sade of jhe coin. What is the position with the 
Government? 
Mae LE I can tell you something about 

Ls The only one I am particularly familiar with 
is ‘cost depletion, Our problem there has been 
this, that we have had some difficulty in exl 
explaining to government officials the difference 
between the acquisition of oil rights as against 
the acquisition of real estate, I have quoted 
land tenure, which is a misnomer, but it is 
commonplace in the industry. When we have made 
representation to have cost depletion, government 
officials have always explained to us that they see 
very little difference between the lease of an 
oil right which is rendered completely defunct 
by a dry hole and the least of a surface right 

for the purpose of putting up aimanufacturing 
pe aa og oa T think it is fairly obvious to everybody 
that by the total destruction of a workshop or 

a manufacturing entity of that kind you can 

still retain the real estate upon which that 
entity was put down. On the other hand, when 


we have drilled a dry hole on a piece of land which 


Gee Bates eee. Pe ; Ne + Me : 
nitrates gprs 7 aL sat eo 


Rave. 28 BAT 2.Q 


eet Sie a, ae at ‘* 
sentene aga ef sxadt dane sein ee: 
att “atte Soetiiecst at et sain 


i! : yy hy 


wt nde Shean! APY, pia nee oe | a 
ee oan ete gids ivoltang q as ra Bier tat 

nner ‘eae Seed “ pe Lire yo | ‘LNeeiotiek RGR at | 
S ar ehh etry aes bei ova oe Eris) etd f 


ae of 


iter stk ot Lge rte ¢ aomiedteoven oF wee FetGrs | 
peerage asia: te. cod tadepos. sf aotitedt 
. app ayant I. es eS ae seat ott | 
| | este? Baal | 


ar 


a evan ou AecY, © yy re ioe icine ooeray 
sex gee fe! wine] be wee eer <4 HaePpensesiger” 
in Wer tao rae og bambalheanes eteswble evad ef kt tito. 

né Se, evdos- remy: agawbed sydemetteh SEedee giey 


PaaS ay ep: wets r tthe: bpaxey ae equi ‘3 ae to Rati Bitats ARG 


dakp-hostamt 2 to Geget lem tag elon: en 
Solgar petudssant a qe ak ease te saoquie ads at 


- fe 4 . “4s | 
As REN RE ane cers PF SAUGE VIL vitn'tet at Le Stabe ~~ ree 


et 


i, ORO: BTS ROR Hote ashy I abo atid’ Me tend? | 
4 


be coy. Orie eee Yo, VR situa siseesnao baien” aye 
; ‘ I fi da - 7 
thas ro lintnocy. ed@atee Leor Si tian ee 
: 3 
- BE * rm ey 4 iia em) ry © 04 5 Geer 2 ‘ 
PVR, DSR Ssasy SAY SO «OIG Se eS Ysttits 
t 4 a: 4 


ogee: peltes, i OS BSSLTG a foe 2 vita beni tie: ‘eva 


| 
| 


ANGUS, STONEHOUSE & CO. LTD. 8514 
TORONTO, ONTARIO 


may have cost us anything up to several million 
dollars, we have so far not been able to persuade 
them that that is a cost against our income; it is 
a total loss as far as we are concerned, That is 
the only point I am familiar with, sir, 

MR, COMMISSIONER LADNER: Is it considered 
to be a capital loss? 

MR. LEE: Lo 2e. a eapital0ss, 7 yes. as 
far as the right, the oil right, is concerned. 

Man. PATTIE: Mr. Commissioner, might 
T ask a question arising out of your question? 

Isn't there something to be said for the 
Government's point of view in the light of the 
development that has occurred in Alberta? As 
long as you have a good many of the companies not 
engaging in exploration but merely coming in to 
bid on proven or semi-proven areas, if the tax 
relief you are seeking were Scheusun ase” wouldn'! t 
you have a great increase in the type of companies 
that were doing just that rather than getting out 
inco-the exploration Tiela7 

MR. LEE: I think you would have to 
guard against that, and that is actually contained 
4n our brief, a statement to that effect. That 
4s actually contained in this memorandum. 

MR, PATTILLO: That, im tact, nacpoeen 
one of the great troubles with the present situa- 


tion in Alberta, hasn't it, that there have been 
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a lot of companies who have come in without con- 
tributing at all to exploration and simply bid on 
a dollar basis as to what they are going to pay 
for what they think is proven area, what it is 
going to cost them to develop it and how long the 
pay-out is going to be? 

MR. LEE: I think the word I would take 


exception to is the word "trouble", TL dorn'¢ 


think it has been trouble; I think it has stimu- 


lated a good deal of activity as far as we are 


concerned, We had the statement of Mr. Nielson, 


I hesitate to support any statement to the effect 


| 
| 
that the number of parcels to be offered of Crown 
szle should be reduced, I speak from my com- 
| pany's point of view particularly. That is the 
way we have been able to reestablish the reserves 


which we have been producing. We go into the 


in fact, I. would say that once in four occasions 
we get a substantial part of what we paid for it, 


and those one in four occasions are extremely im- 


| 
| 
! 
Crown sales. On many occasions we get something; 
| portant to an independent company, because that 


iss Old. reserves . Unless an oil company re- 


is the way he has some assurance of reestablishing 
establishes its oil reserves, then ultimately 


it must go out of business. 


MR. COMMISSIONER HOWLAND: Mr, Chairman, 
T have just one or two questions or Mr, bee zt) 
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would like to associate myself, Mr. Lee, with Mr, 
Ladner in the commendation of the submission. 

On page 7 you refer: to independené:: . 
companies and you say 269 are insipnificant. Does 
this mean in terms of the dollars invested or 
their exploration activity? 

ME GEE: All three, sin, Liuvouldesay, 
They were small promotions which were stimulated 
in the year 1952 for the greater part. They were 
probably instigated by people who knew very little 
about the oil businesses, with a desire to pick 
up a few pieces of land. Because they knew very 
little of what they were doing, they went out of 
business. L think that .is pmessibly being a larcre 
charitable in some cases, 

MR. COMMISSIONER HOWLAND: Vou rererred 
to Mr, Nielson, and I was impressed by his story 
of the independent in this sense, that he took a 
special section of the market and some how carried 
the product to it. Now, this invokes in my mind 
now the areeren as to the role of the independent 
in regard to marketing. I gather your story here 
is a story of excellent contribution to new develop- 
ment, discovery. My understanding of the problem 
today is that the oil industry, In Terms .ot. 
development of production of oil, ts faced witha 
very large marketing problem. Have you any 


thoughts on the role of the independent in that 
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regard? 

Mi ists Well, sir, I can only speak 
for Home O11 and the other associates. I think 
we have been fairly active in the past or endeavoured 
to find a market for our fuel oil. 

MR, COMMISSIONER HOWLAND: We have 
heard that story, and I am sure we do not want it 
reiterated, 

MR. LEE: Well, that would be my reply, 
that in March of last year, 1957, we became 
very conscious about difficulties, in spite of 
the fact that at that time we were producing pos- 
sibly the maximum we were producing in Alberta, 
we became very conscious of it, and on that basis 
we made our plans for the necessary investigation 
to find out what was really the truth of our 


marketing position, 
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THE CHAIRMAN: Don't tell me your 
people were responsible for appointing this 
Commission. 

MR, LEEs No, Sir. 

THE CHAIRMAN: I would take back 
all the nice things we said. 

MR. PATTILLO: I think that Mr. hee 
having told us he knows what the truth is, should 
at least tell the Commission privately. 

MR. LEE: Mr. Pateilio, 1: said 
that we could find out the truth. 


MR, COMMISSIONER HOWLAND: I have 


just one question, to bring out what is in your mind. 


You are necessarily associating good or bad with 
Sr 2G, are: YOu? 

MR, LEE: Do you mean size of 
junior companies or major companies versus indepen- 
dents? 

MR. COMMISSIONER HOWLAND: There is 
a tendency in some thinking - - in my own some- 
times at loose moments - - to talk about size as 
though it 18. bad. There 1s a tendency to think 
this way sometimes. You are not identifying your 
thought here that *f there is consultation to some 
extent that is not necessarily an evil, or is Li 
in your judgment? 

MR. LEE: May I express myself 


this way? I feel that the generation of a very 
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large number of small independents will ultimately 
give rise, as it has done in western Alberta, in 
western Canada, to a number of responsible medium 
Sized companies who are active. Admittedly the 
smaller ones, a large proportion of them, maybe 
90 per cent, will go to the wall or be merged, but 
in so doing they will generate a number of aggressive 
and active independents. itv ts a matter nistoricaliy, 
certainly in the United States, that a very high 
proportion of the independent thinking, particularily 
in relation to new techniques, hes come trom vic 
independent side of the industry. T could rattle 
off a number of names, such as Haliburton and Otis, 
There have been innumerable inventions, and we 
have cases of that sort in Canada. A new technique 
is being developed by a small company for completion 
Of Wells. It is out of that seed Degiot semate 
independent companies that, to my way of thinking, 
the strength of the independent industry as a whole 
grows. I do not know if that answers your question. 
MR, COMMISSIONER HOWLAND: I think that 
is exactly what I wanted to hear from you. I am not 
trying to write down the role. Il am just trying to 
develop it. But I would be a little more interested 
in the foreseeable role of the independent in the 
Marketing. lI-am velerring to Neilson as one, You 
may know of 1,000 cases where the independent has 


taken his product ina special way to the market. 
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Or is it inevitable that the independent must PeLY. 
on the larger integrated company for his market 
outlets? You have a wide knowledge of affairs here. 

MR, LER: L-would) Say tiie) ei 
Howland, In the great majority of cases we should 
have to rely on the major company to find the out= 
Lets Tor the standard products. Mr. Glen Nielson 
had a very particular set of circumstances in those 
cases. It may transpire that there will be another 
Special product which will require a special market 
which can only be developed by a special independent, 
if you see what I mean. I think that on the whole 
one has to recognize that we should be dependent upon 
the larger operators, as it stands at the present 
time, to further our interests in the marker. 

MR, COMMISSIONER HOWLAND: Thank you, 
Mie ee . 

THE CHAIRMAN: Mr. Lee, I do not want 
to gild the lily at all. I will just forma cia. 
you very much for a very informative brief. We 
appreciate very much the time and effort that you 
and all the companies that are associated with you 
in this brief spent on this. We realize that it 
was late in the day when the idea of having such 
a brief submitted to the Commission was conceived, 
and therefore you deserve all the more credit and 


we thank you very much. 


eee MR. LEE: It has been most gracious 
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of you to speak like that, Mr. Chairman. 


THE CHAIRMAN: Thank you, 
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Submission of 


THE QUEBEC GASOLINE RETAILERS AND 
GARAGE OPERATORS! ASSOCIATION INC, 


THE CHAIRMAN: Is Mr. Ostiguy in the 


room? 


MR. RIVeST He is not here yet. He 


will not be long. 


THE CHAIRMAN: Are you associated with 
hiw? 

MR. RIVEST: Yes, Sir. 

THE CHATRMAN: May I address my remarks 
GO you? May I have your name? 

MR. RIVEST: Gilles Rovest. 

THE CHAIRMAN: Mr, Rivest, you have, 


through the Quebec Gasoline Retailers and Garage 


Operators! Association Inc., submitted a brief 

to the Secretary with a request that we hear it read 
and have it submitted to the Commission today. I 
have gone over it. It really is a matter dealing 
with prices and matters concerning the retail 
distribution of petroleum products, with which, in 
all fairness, our Commission has no direct responsibility. 
However, I would like to accept the brief. I would 
like to have it marked as an Exhibit and put into 

the public records of this Commission, and, immediatel 
that is done, it becomes public property, but I see 

no point really in our having it read out, ie Ol 


would agree with that. 
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MAS RLVES Ts 

THE CHAIRMAN; 
satisfactory? 

MR. RIVEST: 

THE CHAIRMAN: 


marie 1G, 


--- EXHIBIT NO. N-22-9: 


Preamble: 


B525 


I thank you very much. 
Is that quite 
Yes, Sar. 


Fine. Then we will 


Submission of the 

Quebec Gasoline Retailers 
and Garage Operators! 
Association Inc. 


The Gasoline Retailers 


and Garage Operators are the domestic outlets 


tirough which armajorsindustry iim the field oF 


natural resources in Canada distributes its products 


and sells them at the consumer level. 


kal anidals 


capacity the garage owners and gasoline retailers 


constitute an important segment 


industry. 


of the petroleum 


It would appear therefore that the 


problems of those engaged in the direct retail 


sale of petroleum products fall within the terms 


of reference of the Royal Commission on Economic 


Growth and Natural Resources of Canada. 


Forethuss reason: 


we, who represent 


the “uebec Gasoline Retailers and Garage Operators! 


Association Inc. grouping a large proportion of 


retailers in Eastern Canada, feel that, in this 


brief, we are contributing to the welfare of the 
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petroleum industry by drawing the attention of 
the Royal Commission to the numerous problems 
besetting our members. 

As representatives of the gasoline 
retailers and garage operators of the Province 
of Quebec, we would like to point out the difficulties 
with which our members have to contend and to 
suggest remedies at the federal, provincial and 
municipal level in order to solve these problems. 

These problems in the main stem from 
the relationship between retailers who are lessees 
of oil companies and independent operators with 
these same oil companies. To wit: 

Price Wars: A great number of our 
members are lessees of oil companies while others 
are "independents". This has created a number 
of problems in the competition among which is the 
FeLCeaWar’. 

These have started in Ontario but 
have been waged in rural areas of Quebec to invade 
eventually the large urban centres such as Montreal, 
Quebec and Trois-Rivieres, Sherbrooke, Granby, 
Drummondville, St-Hyacinthe, Joliette, St.-Jerome, 
etc., etc., where gasoline is being sold at 34, and 
even 431 cents, per gallon at retail. The average 
Retailer's cost price for gasoline in Montreal is 
4O.6 cents. 

Oil Companies have admitted --- and 


such statements have been reproduced in the press --- 
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that in many cases they have subsidized their 
lessees in order to fight the lessees of other 
companies and the independents. 

The principle of "discounts = ce 
customers has always been denounced by the 
Association which believes that only superiority 
of service rather than artificial means should 
attract the customer. 

It is debatable whether the independents 
or company lessees are the more guilty of this 
practice. But it is drawn to the attention of 
the Royal Commission that if companies were en- 
joined to desist from such practices as subventions 
to their lessees, the danger of price wars would 
probably be lessened if not altogether eliminated. 

The Quebec Gasoline Retailers & 
Garage Operators! Association has no fixed idea 
en the method to-accomplish "such a’ desired end, 

But it would suggest to the Commission that a 
federal study of price structures. im the repail 
sales of petroleum products be made, avoiding both 
the implication of price fixing or restraint of 
trade and the over-liberalization of price policies. 

It might be found for instance that 
the legality of such subsidies may be doubtful in 
view of the fact that oil companies obtain certain 
relief from taxation at the federal level. This 


rogers may raise the question of, the propriety of such 
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companies using their profits to engage in 
competition which, in our opinion, is not ethical. 
Moreover, we know that certain oil companies - 
through their marketing departments - have given 
birth to unfair practices in allowing discriminating 
cost prices to some retailers in a specific area, 
with no regard to the sale volumes. 

LEASE OF STATIONS: While oil companies 
have established strong and useful programmes of 
training and instruction for their lessees in the 
retail field, still over 40% of garage owners and 
gasoline retailers have failed in Quebec in the 
past year. 

This does not alter the fact, however, 
that the ruin of many a lessee has been caused, we 
believe, by the desire of oil companies to establish 
prestige and product identification by the con- 
struction of many service stations and the dis- 
tribution of their products by inde@endent retailers 
which either were not necessary for the needs of 
the locality or were competing unduly with the 
lessees of the same company in the same neighbour- 
hood. 

A United Press news dispatch on a 
report published by the Canadian Bureau of Statistics, 
on June 25, shows an increase of almost le per cent 
in business failures for 1957 over the 1956 figures. 


This official report states | 
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that filling stations topped the list of bankrupt 
businesses in the Province of Quebec, in 1957. 

LEASES TO NUMEROUS OPERATORS: na 
Spite of the training and directives and courses 
given by oil companies and referred to earlier, it 
remains in the opinion of the Association that too 
many outlets have been set up. 

We feel, gentlemen, that these 
practices - too many outlets, price wars, etc., - 
have a common ground in the intention of oil 
companies to establish their name and prestige at 
all costs, regardless of the dangers which confront 
the economic stability of the oil retail industry. 

Knowing that we, in Canada, enjoy 
"the greatest known oil reserve on the face of the 
earth", according to Canada Year Book, we are 
sure that the Royal Commission on Economic Growth 
and Natural Resources of Canada will see that the 
best interest of the Canadian people be served in 
preparing a report that will protect the industry 
as well as the retailer, and oonsumer. 

CONCLUSION: May we state in closing 
that our problems have already been submitted to the 
Provincial Government in December 1957, when a 
300 member delegation of the Association was re- 
ceived at Quebec by thePremier and his ministers. 
We were told that the Quebec government was 
sympathetic to our difficulties, but that remedies, 


in the whole, fell within the jurisdiction of the 
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Bederal and Municipal authorities, We clearly 
understand that the control of the petroleum industry 
is not the responsibility of the provincial 
government, and we therefore have felt necessary 
to present to the Royal Commission on Economic 
Growth and Natural Resources of Canada the problems 
confronting our Association and the welfare of 
our members in the Province of Quebec. 
_ THE CHAIRMAN: Thank you very much, 

Mee BLVess . 

MR -RiVeow Ss Thank you very much, 
Sir. 

THE CHAIRMAN: Will you explain to 
Mr. Ostiguy? 

MR. RiVEST: Yes, Sle < 

THE CHAIRMAN: Thank you. 

Now, gentlemen, I think we have come 
to the termination of our hearings, of the present 
round of enquiry that we started out on last 
February. I wish to take this opportunzvy or 
thanking everyone in the City of Montreal and*the 
Province of Quebec who have contributed to making 
our visit to this City and Province pleasant and, 
shall I say, as carefree as possible. However, 
I think at this time I should be a little more embracin 
geographically and I would like to take the 
opportunity of thanking everyone and all the companies, 


organizations and groups of people who have appeared 
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before the Commission throughout our hearings across 
from Montreal to Victoria. We have found no 
hesitation whatsoever on the part of any one in 
freely giving us information which they felt would 
be of assistance to us, and if we asked for it there 
was never any question of it being forthcoming. 

I want to thank Counsel, the staff and 
the advisors, and Mr. MacKinnon and others of the 
Alberta Gas and Conservation Board and the other 
Boards of Saskatchewan and Ontario and elsewhere 
who have been of considerable assistance to us, as 
well as the permanent Government officials in 
Ottawa and in the various capitals of the provinces. 
i would be very remiss 12 1 did not say a word of 
appreciation on behalf of the Commission to the 
reportorial staff, who have tried to keep up with 
the exuberant verbosity that we have experienced on 
each day of the Commission's work; I think they 
have done a first class job and I know they have 
worked hard and very long hours. I wish also to 
express our appreciation to the authorities who 
own and control this building for the use of this 
very good Council Chamber for our meeting place, 

There is one thing that, before we 
adjourn, I. should speak or. We had contemplated, 
ag @ result of exchanges of cables with the 
Venezuelan Government, that they might appear before 


aaah the “ommission tomorrow and make their representations 
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to the Commission. [I am advised that they do 

NO pvopOse to do “Chat at thie tine, Of course, 
they reserve the right and privilege which is 
theirs to make representations on the diplomatic 
level to the proper Government authorities in due 
course, should they see fit todo so, However, I 
would like to say that the Commission is quite 
prepared to receive any submission in writing 


which the Venezuelan Government may desire to send 


OL, 

Now, I think the time has come to 
adjourn, Our next hearings are somewhat in the 
future, and we will adjourn Sime die. As you 


mow, L publicly stated on behalf of the Commission 
previously, “as far back as»Fepruary,” thav Lv was 
our Antention, to the best. of Gur abuiaiys ac Soon 
as we felt that we had obtained as much of the 
relevant evidence as it ts pomlbbe for 2 Conmvesion 
oOrrthis nature to obtain; vores ve ran Gnverinver 
preliminary report to the Government with respect 
to certain aspects of the gas and oil industry, 

and it is our intention to do 50, but I do not wish 
to be misunderstood and I would not wish any one 

to think that my saying that would mean that we 

had a report in our hip pockets and that it was 
going to be made the day after tomorrow. Lean 
definitely tell you that such is not the case. 


But until we are in a position to make such a 
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report and have made such a report it is not the 
Commission's intention to have any further hearings. 
They Witt be postponed, until after that time. 

MR, FRAWLEY: Mr. Chairmar. if I am 
not interrupting you, might I just have the 
indulgence of the Commission to make a short 
statement ap the conclusion of your public hearings 
into oii and gas. I am aware of the very special 
role that I was permitted to play, and because of 
that I want to thank you on my own behalf as well 
as on behalf of the Province of Alberta. It was 
considerate and perhaps understanding of the 
Commission to recognize how important to Alberta 
were the matters that the Commission was directed 
to examine and in so recognizing to accord to me 
the right as Counsel for Alberta to question 
witnesses, while restricting all other questioning 
to Commission Counsel. Buty, ever son, tne very, 
particular role that I was permitted to play and 
the courtesies and the consideration which I have 
received from you personally, sir, and from each 
one of your fellow Commissioners has indeed been, 
if I may borrow a phrase, away above and beyond the 
catty Of dury. Particularly I want to thank Mr. 
Pattillo and Mr. Patterson on the one hand and 
Mr. Parkinson and Major Lafrance on the other, 
and certainly not excluding Mrs. Morgan and Mrs. 


Skelton. I am not unaware of the help I have had 
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from time to time from your advisors; it is just 
that I have of necessity been in closer contact 
with the gentlemen I have named. I am-perfectly 
sure that Mr. Manning would wish me to thank the 
Commission as I have done, and that is why I have 
associated him with what I am saying. I am glad 
to say that Mr. McKinnon and Mr. Stabback are with 
me on this last day of this phase of the Commission's 
work. Mr. McKinnon wants me to say that if his 
organization, which perhaps with pardonable pride 

I may call a very Line organization, can be wor any 
help to you, right down to the day you file. your 
report, it is only necessary to request it. Once 
again thank you, Mr. Chairman for everything you 
have done for me. 

THE CHAIRMAN: Thank you very much 
indeed, Mr. Frawley. I can only say that home in 
the meeting place would not have been the same with- 
out you. 

Gentlemen, we shall now adjourn the 


hearings of this Commission sine die. 


--- Whereupon the hearings adjourned sine die. 
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